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T o  t h o s e  w h o  
p l a n  t o  t a k e  
t h e  n e x t  C . P . A .  e x a m i n a t i o n
I N addition to its regular
Course, the International 
Accountants Society, Inc., 
offers a special Coaching 
Course for Accountants who 
are planning to take the 
C.P.A. Examination.
This Course will be sup­
plied only to those who are 
already competent account­
ants, as no attempt is made 
to teach general accounting 
in this course. The instruc­
tion is pointed directly at 
the C.P.A. Examination.
Something more than a 
knowledge of accounting is 
necessary to insure success 
in the examination room.
Solving examination prob­
lems is vastly different from 
the usual work of making
Particularly noteworthy 
features o f the training are:
100 problems in Practical Accounting 
with solutions and comments
100 questions and answers in Account­
ing Law
100 questions and answers in Auditing
100 questions and answers in Theory 
of Accounts 
Elaborate explanations and comments 
that include, in addition to the finished 
statements or solutions, such items as 
suggestions for “Notes to the Examiner,” 
working sheets, side calculations, use of 
proper terminology, and discussions of 
authoritative opinions.
Problems and questions (1) actually 
used in a C. P. A. or an A. I. A. examina­
tion, or ( 2 )  sp e c ia lly  prepared to train 
the candidate in handling certain points 
likely to be encountered in the examination.
Personal correction, criticism, and grad­
ing of every 'examination paper by a 
Certified Public Accountant who has him­
self passed the C. P. A. examination. 
There are sixteen such Certified Public 
Accountants on the Active Faculty of the 
International Accountants Society, Inc.
audits, installing systems, or 
conducting investigations. 
Many men with little or no 
practical experience can solve 
C.P.A. problems readily— 
many others with years of 
experience flounder pitifully 
in the examination room. 
W HY ? The candidate is 
required to work at top 
speed. He must work with 
limited information. He has 
to construct definitions. Very 
often it is necessary for him 
to use unusual working 
sheets.
The C.P.A. Coaching 
Course given by the Inter­
national A c c o u n t a n t s  
Society, Inc., prepares you 
to meet such conditions. 
The fee is $42, and the text 
consists of twenty lessons.
A
BOOKLET, “How to Prepare for the C.P.A. Examination,” i t  available for those who 
are interested. For a free copy, just write your name and address below and mail.
I n t e r n a t i o n a l  A c c o u n t a n t s  S o c ie t y ,  Inc.
A Division o f the ALEXANDER HAMILTON INSTITUTE
To the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago. Illinois.
Send me the special booklet, "How to Prepare for the C. P. A. Examination,” 
which describes your special Coaching Course for Accountants.
Name__________ _Company..
Address.
WHEN ANSWERING ADVERTISEMENTS MENTION THE CERTIFIED P UB L IC ACCOUNTANT
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Notice is hereby given
OF A  CH ANG E IN  PLAGE A N D  DATE  
OF TH E 1936 A N N U A L  M EETING OF
T h e  A m e r i c a n  S o c i e t y  o f  
C e r t i f i e d  P u b l i c  A c c o u n t a n t s
from Minneapolis, September 14-17
TO
DALLAS, TEXAS, SATURDAY, OCTOBER 17 
Details will appear in the August issue
T his change was deemed advisable in view of the pre­
ponderance of affirmative votes already received by both the Insti­
tute and the Society on the question of Consolidation.
The M innesota Society of Certified Public A ccountants and 
H erm an C. J. Peisch, as General Convention Chairm an, had 
extensive preparations under way for our entertainm ent, but 
realize the wisdom of the change under the circum stances. 
The A m erican Society sincerely appreciates the efforts of the 
M innesota C .P.A ’s and the cordial way in which they had 
assum ed the role of hosts.
386 TH E CERTIFIED PUBLIC ACCOUNTANT July,
T H E  
A M E R I C A N  A C A D E M Y  
O F  A C C O U N T A N C Y
w h ic h  o ffe rs  courses
I N  C O M M E R C I A L  A N D  
P R O F E SSIO N A L  A C C O U N T IN G
a n n o u n c e s  th e  a p p o in tm e n t  o f
W. B. CASTENHOLZ, C.P.A.,
AS VICE PRESIDENT 
AND EDUCATIONAL DIRECTOR
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“Study as i f  you were to live forever. Live as i f  you were to die tomorrow."
— I sidore of S ev ille .
T h e  P r e s i d e n t ’s P a g e  
Consolidation Urged
by W il l ia m  D. M o rr iso n , C.P.A.
THE American Society came into existence during the year 1921, because its foresighted founders saw the absolute necessity for a strong, influential national organization that would promote the general 
welfare of the accountancy profession as a whole, and sustain and protect 
the designation of “Certified Public Accountant.” This designation was 
becoming more and more popular, as well as influential. It had been 
indelibly impressed on the minds of the business men in practically every 
State and territory of the United States. When the National Association 
of “Certified Public Accountants,” organized in Washington, June, 1921, 
indiscriminately began flooding the country with certificates bearing the 
said designation, the Certified Public Accountants throughout the coun­
try saw the danger, felt the need of immediate protection, and The Ameri­
can Society was founded. An injunction was secured against the Na­
tional Association, prohibiting it from granting further degrees, thereby 
protecting the designation, not only for the members of the Society, but 
for the profession at large. Because of its worthy objects and liberal 
views, the Society’s membership and influence grew with great rapidity.
Changing conditions in the business world have materially altered 
conditions in the professional field, and these conditions have now raised 
the question— “Is it necessary or wise to have two national professional 
accountancy organizations?” The views of the two organizations, The 
American Society and the American Institute, are now in accord so far 
as basic membership is concerned, although there still remain other 
fundamental principles upon which they differ. The subject of one na­
tional organization has been discussed by the profession more than any 
other internal question during the past year. Members of the profession
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accredited with broad reasoning powers, should, after studying into the 
differences in principle of the two organizations, be able to reach a con­
clusion as to what is best for the profession. All selfish, personal interests 
and views should be forgotten and the welfare of the present and future 
practitioners given first consideration.
It is conceded that one active, strong, influential organization could 
best serve the profession. With this thought in mind, the Executive Com­
mittees of the American Institute and The American Society met in New 
York City on June 23, 1936, in an attempt to iron out their differences 
regarding the proposed uniting of the two organizations. This is the first 
time the two Executive Committees actually sat in conference and dis­
cussed the fundamental differences in principle of their respective organi­
zations. After lengthy discussions by the members of the respective com­
mittees, it was concluded that, inasmuch as the members of both organi­
zations were the persons to be immediately affected by having but one 
national organization, they should have the privilege of answering the 
question as to whether there should be one or two national accountancy 
organizations. It was also decided that since both committees felt that 
the consolidation of the two organizations would be most advantageous 
to the profession as a whole, they would urge the affirmative vote of the 
members of their respective organizations. From information which the 
two committees have received from members of their respective organi­
zations and from members of the various State Societies, it is anticipated 
that there will be a good majority vote for the proposed consolidation, 
however, the final outcome cannot be definitely foretold.
In the event the vote is in the affirmative, members of neither national 
organization should view the situation as the passing of their particular 
organization. Members of The American Society, and also many members 
of the profession who are not members of the Society, desire to see the 
continuation of the ideals for which the Society has stood from the time 
of its inception. All the objects and purposes for which the Society was 
organized have not been accomplished. This is equally true of the Insti­
tute. If the vote of the memberships of the two present organizations 
favors consolidation, the new organization necessarily must be active, 
strong, and influential, for there is, and always will be, much work to be 
done to further the welfare of the accountancy profession.
To Our Readers
Our apologies to Messrs. McNichols and Bercow for the confusion 
caused by the transposition of four lines of print. On page 339 of the 
June issue, the last four lines of the second column are in error; they 
should have appeared as the last four lines of the second column on 
page 340.
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N e w l y  E l e c t e d  S t a t e  R e p r e s e n t a t i v e s
1 9 3 6 -3 7
ALABAMA—
W illiam J. Christian, Comer Building, Birmingham.
ALASKA—
Erling Johansen, P. O. Box 266, Petersburg.
ARIZONA—
Alex W. Crane, H eard Building, Phoenix.
ARKANSAS—
Glenn A. Railsback, National Building, Pine Bluff.
CALIFORNIA—
Arville R. Cooper, C. C. Chapman Building, Los Angeles.
W illis C. Graves, S tandard Oil Building, Los Angeles.
H arry  B. Mills, 3723 W ilshire Boulevard, Los Angeles.
COLORADO—
A rthur L. Baldwin, Fontius Building, Denver.
CONNECTICUT—
Irville A. May, 367 Union Avenue, W est Haven.
DELAW ARE—
Alfred H. Coe, du P ont Building, W ilmington.
DISTRICT OF COLUM BIA—
Wm. Gordon Buchanan, Tow er Building, W ashington.
C. Vaughan Darby, Pepco Building, W ashington.
FLORIDA-----
E. Russell Sheldon, Florida Theater Building, St. Petersburg.
GEORGIA—
W illiam J. Carter, Citizens & Southern National Bank Bldg., Atlanta.
IDAHO—
George B. Middleton, Sonna Building, Boise.
ILLIN O IS—
David Himmelblau, 110 South D earborn Street, Chicago.
Eric L. Kohler, 135 South LaSalle Street, Chicago.
Hiram T. Scovill, 217 Commerce Building, Urbana.
IN D IA NA —
Earl E. Thom as, Citizens Bank Building, Evansville.
IOW A—
Louis S. Goldberg, Commerce Building, Sioux City.
KANSAS—
Cliff C. Stevenson, Commerce Building, P ittsburg.
KENTUCKY—
Sam W. Eskew, Kentucky Home Life Building, Louisville.
LO UISIANA—
Thom as A. W illiams, W hitney Building, New Orleans.
MAINE—
Chester M. Foss, Chapman Building, Portland.
M ARYLAND—
R obert W. Black, G arrett Building, Baltimore.
MASSACHUSETTS—
James J. Fox, L ittle Building, Boston.
Edwin L. Pride, 40 Central Street, Boston.
M ICHIGAN—
Thom as H. Evans, Dime Bank Building, D etroit.
Francis E. Ross, S tate Savings Bank Building, Ann Arbor.
M INNESOTA—
H erm an C. J. Peisch, Baker Building, Minneapolis.
M ISSISSIPPI—
A. L. Evans. Bank of Gulfport Building, Gulfport.
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MISSOURI—
P arry  Barnes, 21 W est Tenth  Street, Kansas City. 
MONTANA—
George F. DuVall, M ontana Building, Missoula. 
NEBRASKA—
Ellsw orth L. Fulk, Sharp Building, Lincoln.
NEVADA—
Lawrence J. Semenza, Reno National Bank Building, Reno. 
NEW  H AM PSH IRE—
Clarence I. D rayton, 1015 Elm Street, M anchester.
NEW  JERSEY—
Charles L. Hughes, 120 Garrison Avenue, Jersey City.
George H. Kingsley, 210 Main Street, Hackensack.
NEW  MEXICO—
Rodney B. H orton, Sunshine Building, Albuquerque.
NEW  YORK—
Alexander S. Banks, 21 W est Street, New York.
George E. Bennett, 404 Scott Avenue, Syracuse.
A rthur H. Carter, 15 Broad Street, New York.
W alter N. Dean, 40 Rector Street, New York.
Joseph J. Klein, 19 W est F orty-fourth  Street, New York. 
M artin K ortjohn, 10 E ast Fortieth  Street, New York.
Simon Loeb, 521 Fifth Avenue, New York.
H enry E. Mendes, 80 Maiden Lane, New York.
P rior Sinclair, 90 Broad Street, New York.
Norm an E. W ebster, 50 Broadway, New York.
John R. W ildman, 15 Broad Street, New York.
NORTH CAROLINA—
George R. Poole, 102 W est H argett Street, Raleigh.
NORTH DAKOTA—
John A. Cull, Edwards Block, Fargo.
OHIO—
Gordon S. Battelle, 121 W est Second Street, Dayton.
W alter D. W all, 44 W est Gay Street, Columbus. 
OKLAHOMA—
W illiam L. Clark, National Bank of Tulsa Building, Tulsa. 
OREGON—
Philip W. Janney, P ittock Block, Portland. 
PEN N SY LV A N IA —
Jam es M. Cumming, Union T rust Building, P ittsburgh. 
Edward P. Moxey, Jr., 1421 Chestnut Street, Philadelphia. 
Clarence L. Turner, 1530 Chestnut Street, Philadelphia. 
PUERTO RICO—
W illiam A. W aym outh, P. O. Box 54, San Juan.
SOUTH DAKOTA—
C. O. Quickstad, Granite Block, W atertow n.
RHODE ISLAND—
John J. W all, H ospital T rust Building, Providence.
SOUTH CAROLINA—
M artin T. Powers, 56 Broad Street, Charleston. 
TE N N E SSEE—
H arry  M. Jay, Commerce Title Building, Memphis. 
TEXAS—
Thom as W. Leland, A. and M. College, College Station. 
UTAH—
J. George Gange, P. O. Box 1980, Salt Lake City. 
VERM ONT—
Clarence S. Springer, 13 Oak Street, Brattleboro. 
VIRGINIA—
Lawrence E. W atson, Law Building, Norfolk. 
W ASH ING TON—
Samuel F. Racine, 416 Virginia Street, Seattle.
W EST VIRGINIA—
H. S. Hutzell, W heeling Bank & T rust Building, W heeling. 
W ISCO NSIN—
Carl E. Dietze, 213 W est W isconsin Avenue, Milwaukee. 
W YOMING—
Ossie M. Cordle, Consolidated Royalty Building, Casper.
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A c c o u n t i n g — P r o f e s s i o n  o r  B u s in e s s *
By M orris J. R oot, C.P.A., Philadelphia, Pa.
AT the end of the 1933 session of the 
Pennsylvania State Legislature, some 
of us wanted to know whether accounting 
was a profession or a business. W e found 
that there was a great deal of opposition 
to the use of the words “certified public 
accountant” in any legislation concerning 
accountancy and we found that the op­
position came from sources that should be 
in favor of the use of the words “certified 
public accountant.”
In January, 1935, I wrote to a former 
president of the Pennsylvania Institute of 
Certified Public Accountants on that ques­
tion. On February 8, he replied as fol­
lows: “Answering your letter of the fifth 
instant, subject of the copy herewith re­
turned, I believe the editorial quoted cor­
rectly presents existing facts.
“In behalf of the future generation of 
public accountants, and the profession of 
accountancy, if it is to be considered a 
profession, I am in accord with any move­
ment that has for its purpose the removal 
of commercialism; I am also in favor of 
the removal of trade names being applied 
or continued in the designation of account­
ancy firms. Unless legislation is effected 
making it mandatory for discontinuance 
of the firm names of deceased partners, 
little will be accomplished.”
Having found that some one in Pennsyl­
vania agreed with me, I sent a letter dated 
February 25, to every State Board in the 
Union, and to the certified public account­
ants practicing in Pennsylvania. I wanted 
to get the national view from the State 
Board members, and of course, the local 
Pennsylvania view. The letter was as 
follows:
“S ir: In  the Editorial Section of the 
Journal of Accountancy for December, 
1931, the following statement appears:
“ ‘A recent check of corporation 
stocks or bonds listed on the New York 
stock exchange is interesting. It shows
*Address and discussion at annual meeting of 
The American Society, Kansas City, Mo., Octo­
ber, 1935.
a total of 1,056 companies, of which 
701 publish accounts certified by 102 
public accounting firms or persons. The 
points of present interest are that two- 
thirds of the listed concerns are audited 
and the head offices in the United States 
of 58 of the 102 auditors are in New 
York. These 58 do about 90% of the 
701 audits.’
“I t is the opinion of the undersigned 
that the above describes, authoritatively, 
the serious problem facing the accountancy 
profession in the United States. The con­
centration of accounting practice in the 
hands of a few national firms is a detri­
ment to the advance and the welfare of 
the profession.
“To decentralize accounting practices, 
and to invoke the best methods of doing 
so, is more important than the solution of 
any other problem that is confronting the 
profession of accountancy. In the opinion 
of the undersigned, legislation which would 
make it illegal for firms to practice ac­
countancy under the names of deceased 
persons and fictitious firm names would 
be one way of helping to solve this prob­
lem.
“It is, therefore, deemed advisable to 
draft a bill, as indicated by the enclosed 
copy, for introduction at the present ses­
sion of the Pennsylvania Legislature.
“The undersigned desire to have an ex­
pression of opinion from the certified pub­
lic accountants practicing in Pennsylvania, 
and you are therefore respectfully re­
quested to reply as soon as possible, stat­
ing whether or not you are in favor of 
such legislation.
“Your answer will remain confidential 
and is to be used for statistical data in 
conjunction with the proposed legislation.
“I f  you have any other suggestions bear­
ing on this subject, your comments are 
invited.
“Very truly yours,
“Ernest Crowther, 
Pittsburgh, Pa.
“Morris J. Root.”
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W e had attached a copy of the bill, and 
when the replies came in, we were as­
tounded. I thought I was radical in my 
views. I found that I was a conservative, 
reactionary Republican.
Let me read just three typical le tte rs: 
This is from a firm that has offices in 
Philadelphia, New York and Scranton, 
not a local accountant, but a firm that has 
branch offices: “I return herewith your 
form letter duly approved.
“I am very much in favor of any legis­
lation such as you suggest and have al­
ways contended it is an outrage that in 
every principal city of the Union there 
are the offices of the National concerns 
and are distinctly and entirely under the 
direction of some senior from their staffs 
and operated just as though they were 
under the personal guidance and super­
vision of the executives of the firms.
“It is a travesty on professional activity, 
and we might just as well have the law 
firm of Hughes, Shermer and Dwight open 
an office in every city in the United States, 
man it with local legal talent, and profess 
to be supplying the brains, ability, knowl­
edge and experience which that law firm 
tenders to its clients in New York.
“W e might also suggest that the Mayo 
Brothers establish branches in all the 
towns where medical students could be 
hired.
“I certainly am for any legislation or 
publicity which would acquaint the public 
with the fact that under the present pro­
cedure, ‘All is not gold that glitters.’
This is from a member of a State 
B oard: “I  have carefully perused the in­
formation you forwarded to me relative 
to proposed legislation in your State, a f­
fecting the concentration of the practice 
of Accountancy in the United States.
“In  voicing my personal opinion I wish 
to convey to you that such proposed legis­
lation is in accord with views I have held 
for a long time. To my mind, this 
monopoly of our profession is an iniqui­
tous evil, so deep-rooted that it is com­
parable to a cancerous growth.
“While I am not in the practice as a
C. P. A. in Pennsylvania, I believe that 
this condition affects all the other states 
in this country and a movement initiated
by your State could become national in 
scope, to the end that pressure be exerted 
on the respective legislative bodies 
throughout the United States.”
A Dean of a University: “I deplore as 
much as you do the concentration of the 
volume of accounting practice in the hands 
of relatively few large firms. Many years 
ago I called attention to this condition in 
an address before a State Society. I made 
the point at that time that when the fees 
account of a firm reached several millions 
of dollars from a large number of clients 
the firm was very close to the point of 
conducting a business rather than a pro­
fession.”
Eighty-five per cent of the replies re­
ceived, gentlemen, voted in favor of this 
legislation.
M r. W alter A. S taub  (New York 
City) : W ould you read the rest of that 
letter? I understand exception has been 
taken to your reading just a portion of 
that letter.
M r. R oot: If  you will let me finish, I 
will read any part you want. I have so 
many letters here, it would take two weeks 
to read them all.
Eighty-five per cent of the replies from 
State Board members, mind you, not local 
accounting firms, voted in favor of that 
legislation. Copies of the bill are here for 
distribution.
Armed with the replies that I had, and 
that is all I had, I introduced the bill in 
the legislature of Pennsylvania on April 
15. I t  was referred to the Committee on 
April 16. I t  was reported out in the 
House of Representatives, Democratic­
ally controlled, on April 17, and passed 
first reading on April 18. The House of 
Representatives then adjourned for the 
week. The national firms discovered to 
their amazement that such things were 
possible, and on Monday night of the fol­
lowing week, the following letter was in 
the mail of every member of the House, 
205 of us: “Law Offices of Powell and 
Smith, April 20, 1935.
“Dear Mr. So-and-so: I represent E rnst 
& Ernst, and a number of other firms of 
certified public accountants.
“On Tuesday, April 16, there was in­
troduced by Mr. Root an Act entitled,
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(here they quoted the heading of the act).
“This act, if passed, would prevent my 
clients and a very considerable number of 
other high-class public accountants from 
doing business in Pennsylvania, notwith­
standing they have been established and 
their reputation is beyond being assailed.
“I am therefore opposed to this Act and 
if the Committee on Judiciary General 
have any idea reporting it out, I am w rit­
ing, asking for a hearing.
“I trust therefore if this Act comes out 
of Committee that you will oppose it.”
A similar letter went to the members of 
the Senate.
On Monday night, when these letters 
appeared in the mail of the members of 
the House, the Chairman of the Commit­
tee on Judiciary General came to me and 
said, “These fellows are opposed to the 
bill.”
I said, “I didn’t expect them to be for 
it.”
He said, “They want a hearing on it.”
I said, “A hearing will be granted, if I 
can arrange for it in the Senate. The few 
small accountants I represent can’t a f­
ford to come to H arrisburg twice, once 
in the House for a hearing and once in the 
Senate. Let’s pass the bill here and we 
will have a hearing in the Senate.” The 
bill passed the House on Monday night’s 
second reading calendar.
On Tuesday, the third day, there ap­
peared on the scene a former State Secre­
tary of Revenue, who is an attorney prac­
ticing in Harrisburg, and who had been 
engaged to block the bill at any cost in the 
House. He tried to enlist some support. 
A fter all his efforts, the bill passed on 
Tuesday afternoon, 203 to nothing. The 
bill was referred to a Senate Committee, 
and the big guns commenced to fire.
A hearing was arranged on this bill. 
On Wednesday, June 12, prior to the 
hearing, the bill was reported out by the 
Senate Committee. I t  passed the first 
reading and passed the second reading, and 
then the trouble commenced. The public 
hearing was arranged. I am going to read 
only parts of the testimony taken at the 
public hearing. This is a public record, 
and while there are some gentlemen here 
who attended that meeting, I hope they 
will not take this as a personal proposi­
tion. W e may disagree on some matters, 
but we are each entitled to our views.
“Chairm an: This Bill is divided as 
usual, into two camps, the proponents of 
the Bill and the opponents of the Bill. I 
am going to suggest for the purpose of 
getting some orderly procedure that Mr. 
Root, who is a Member of the House and 
is the proponent of this Bill, be good 
enough to take charge of the proponents 
and let us know who the speakers are.
“Mr. Connor, of Philadelphia, who rep­
resents some of the opponents of this Bill 
will take charge of his group.”
There appeared in opposition to the bill, 
after we sang our song, Mr. T. E. Ross of 
Lybrand, Ross Brothers and Montgomery, 
a gentleman by the name of Scott, who is 
affiliated with a very large bank in Pennsyl­
vania, and in the course of his comments he 
said, and that is the tragedy of it, (that the 
opponents of the measure in their discus­
sion practically admitted what we wanted 
them to admit) : “The very first thing we 
do is to look at the name, and if the name 
Price, Waterhouse, or Lybrand, Ross 
Brothers & Montgomery, or maybe H as­
kins and Sells appears on this report, they 
are relied on by the bankers on the 
prestige that they have built up over a 
number of years for satisfactory account- 
ing.”
A fter a great deal of discussion between 
the members of the committee and this 
particular speaker, the Chairman said, 
“You are not helping us. You are not 
answering the question that will help the 
Committee. W e all agree that when I 
go into W anam aker’s store and I buy 
something I have the backing of a larger 
organization than if I went to a small 
store, but we are going into the question 
of the responsibility of these people if 
they were operating under their own 
name.”
“Mr. Scott: All right, Mr. Byerly is 
operating in Pennsylvania and is unknown 
as an individual. Let us say that S traw ­
bridge and Clothier sell their note on the 
street through a broker, and the note goes 
out throughout the State and throughout 
the Union, Byerly is not known and his 
certification will not help to sell the note.”
“The Chairm an: That is what these peo­
ple charge. The purpose is not to get the
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large number of men but to get the value 
of the name of Price, W aterhouse & Com­
pany when you sell the note.”
“Senator A ro n : Do you recognize Cer­
tified Public Accounting as a profession ?” 
“Mr. S co tt: I cannot answer that direct­
ly because there is some dispute as to 
whether banking is a profession. I feel 
that it has ethics just as well as a pro­
fession.”
“Senator A ron: W e have a great doctor 
in Philadelphia, Dr. deSchweinitz, a great 
eye doctor. Supposing that if Dr. de­
Schweinitz died, do you think another 
doctor in his office should call himself Dr. 
deSchweinitz ?”
“Mr. Scott: Certainly not, because that 
is purely personal service, that is per­
sonal.”
“The Chairman: Mr. Root read from a 
book in which everybody concedes that ac­
counting is a profession. Dr. Schamberg 
is a great dermatologist and he has in his 
office another doctor. Do you think that 
the people in Chicago knowing that Dr. 
Schamberg is a great dermatologist, do 
you think that the other doctor should be 
able to use the name?”
“Mr. Scott: No, but the part that I  can’t 
see is about this profession, is it the same 
as the profession of the doctor?”
“The Chairman: I think it is the same 
in every profession that charges fees. We 
charge fees and Dr. Schamberg charges 
fees and Lybrand, Ross Brothers and 
Montgomery charge fees and to that ex­
tent it is commercial.”
“Mr. Connor: The question has arisen 
as to whether or not this is a profession or 
a business.” (M r. Connor is speaking for 
the opponents of this bill.) “If there isn’t 
anything to prohibit me from practicing 
accounting, and anyone can do it in 
Pennsylvania, it certainly is a business and 
not a profession. I am speaking, Mr. 
Chairman, for myself and for my own 
clients.”
“Mr. Connor: The Attorney General of 
Oklahoma rendered an opinion that ac­
countancy in that State was a business and 
not a profession.”
“The Chairm an: I didn’t know I was 
going to start that.”
“Mr. Paul W. Pinkerton, a member of 
the firm of Haskins and Sells, Certified
Public Accountant of Pennsylvania, 
Michigan and Indiana, past President of 
the Indiana State Association of Certified 
Public Accountants and past President of 
The American Society of Certified Public 
Accountants: If  in the case of my own 
firm the name happened to be Ross­
man, Pinkerton and Clark, our clients 
couldn’t go into the money markets of the 
world and borrow money as easily as they 
can now.
“Now, when I was in small practice I 
had as a client a rather large industry, 
which however, was in one State—it didn’t 
need national handling, but the time came 
when it had to expand; it had to go to the 
money markets of New York to put out a 
big stock issue, and my certification was 
not sufficient.”
“The Chairman: W hy? You do the 
work.”
“Mr. P inkerton : My name was not 
known, so I had to go to Lybrand, Ross 
Brothers and Montgomery, check over my 
work and make such investigation as they 
wanted to, because New York would ac­
cept that. The money-lending interests 
knew that name and knew that it stood for 
something.”
“The Chairm an: That is right. In other 
words, what you are selling is not the 
service, it is the name. I f  your service is 
as good as Haskins and Sells, why can’t 
you sell it under your name?”
“Mr. P inkerton: Because the name is 
not recognized.”
“The Chairman: That is exactly what 
we want to find out. In  other words, you 
can do just as good work as other men, 
but you operate under their names because 
the public knows the names of Haskins 
and Sells. These people say that is wrong. 
You are doing the work. Haskins and 
Sells may be brilliant accountants, and 
among the lawyers I don’t think there is 
another man who will ever live that will 
have the mind that Johnson had for the 
particular work, but I don’t think anybody 
from Philadelphia should do work and 
sign the work ‘John G. Johnson’.”
“Mr. P inkerton : I can’t see that.”
“The Chairm an: I think so, because you 
say you are a profession.”
“Mr. Connor: O f course, I have been 
complimented today to learn that the pro­
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fession of accounting is comparable to the 
practice of law. I say again it is a busi­
ness and there is no need for the legis­
lature to step in and say that in the busi­
ness of accounting you have to act under 
your own name.”
“Mr. H epburn: I am here representing 
John Heins and Company, Certified Pub­
lic Accountants of Philadelphia” (and this 
is perhaps the most important part of all). 
“There is one point that I can make to you 
as lawyers” (this is a lawyer speaking to 
the gentlemen of the committee). “No 
profession has good will, and our Courts 
have so ruled. The accounting profession, 
as they call it, has good will. In  my 
forty years of practice at the Pennsyl­
vania Bar I have repeatedly supervised 
the accounting between surviving part­
ners and the estate of the deceased 
partner for his share of the good will in 
the firm. That could not be done by any 
profession on earth, because the good will 
does not exist—there is no good will 
there.”
Gentlemen, that finishes the testimony 
at that hearing.
The legislature was adjourned, and I 
was willing to forget about it for a while. 
Lo and behold, the J ou r n a l  of A cco u n t­
a n c y  in August, 1935, decided to print an 
editorial. Whoever advised them to do 
that, certainly did not use good judgment, 
because the editorial was a pure misstate­
ment of facts, in addition to having many 
contradictory statements. A fter the edi­
torial, I sent a letter to the members of the 
State Boards in the United States, dated 
September 9:
“Since the publication of the editorial 
in the August, 1935, issue of the J o urna l  
of A cco untan cy  respecting my activities 
in connection with House Bill No. 2236 
introduced in the Pennsylvania Legislature 
in the 1935 Session, I have received many 
inquiries in respect of it. The statements 
contained in the editorial are only in a 
measure truthful. However, it is not neces­
sary at this time to call attention to the 
inaccuracies contained therein other than 
that the said Bill was not defeated. It 
passed the House of Representatives with 
a vote of 203 to 0 ; it passed the Senate 
on first and second readings. A  motion to 
recommit the Bill for the purpose of a
public hearing at the request of the op­
position was carried by a vote of 22 to 15. 
A  hearing was held on June 12, 1935, and 
the Bill was never reported out by the 
Senate Committee due to its adjournment 
on June 21, 1935.
“Very much to my surprise, the opposi­
tion to the Bill was almost entirely on the 
proposition that accounting was not a pro­
fession, but a business. This was iterated 
and reiterated by the representatives of the 
several national accounting firms who at­
tended the hearing in opposition to the 
legislation.
“As I see it, a very serious question has 
been raised. If  accounting is a business 
and not a profession, why should we have 
State Boards, examinations, etc. ? Why 
should we have professional societies? A 
trade organization such as that organized 
by grocers or meat dealers would be more 
suitable.
“A transcript of the testimony taken 
at the said hearing at H arrisburg is avail­
able for your perusal, if interested. In 
any event, I would be very glad to have 
your opinion as to whether accounting is 
really a profession or a business. Are the 
large national firms correct in their 
position ?”
The letter was dated September 9, and 
in less than a week there were replies from 
over thirty states. Evidently there is a 
dormant interest in the issue all over the 
country. I can’t read all the replies, just 
some of them.
From Kentucky: “W hat struck me par­
ticularly about the article was:
“ 'The Statement bearing a certificate 
with a new firm name—which might in 
tru th  be the same firm—would not carry 
the weight with bankers and other 
grantors of credit which the long-estab­
lished name would carry.’
“That admission by those proponents 
of the assumed name seems to me to be 
ample justification for the enactment by 
every State of the bill you sponsored for 
Pennsylvania.
“The statement seems to me to admit 
that the firm practicing under an assumed 
name, especially the firm still practicing 
under the name of former partners long 
since dead, is trying to sell and deliver 
something it does not possess—the ability
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of the deceased partner. The banker or 
other grantor of credit that employs such 
a firm by reason of such firm name is then 
inveigled into buying and paying for 
something he does not get—the ability of 
the deceased partner.
“I hope you will keep up the good fight, 
as it seems to me that the use of assumed 
names is one of the worst impediments 
existing in the forward march of account­
ancy.”
From Minneapolis—he wasn’t surprised 
that accounting was not a profession but 
a business: “A few years ago the then 
president of the American Institute of Ac­
countants made the statement at a ban­
quet I attended that he was of the opinion 
that we had not as yet reached the point 
where we could be considered a profession 
but were still a business.”
Those of you who are agitating for the 
merger of the two associations, and I am 
in favor of it, make sure that there is an 
understanding prior to the merger. You 
can only judge the future by the past.
From Connecticut, a Board member 
w rites: “In my opinion, professional ser­
vice must be personal service and when a 
firm retains a name for its trade or good 
will value, then commercialism is being 
mixed with professionalism. I do not 
know how the two can be reconciled. I 
presume the opposition to the Bill was 
financed by large national firms and if my 
assumption is correct, I fail to understand 
the position of such firms in relation to 
the Code of Ethics of the American In­
stitute of Accountants.”
From Illinois: “I did not know that 
there were any accountants left who re­
garded accountancy as a business, but it 
looks as though I should prepare myself 
for a surprise.”
One of the gentlemen who was present 
at the hearing—some of the firms brought 
their clients along; I do not know whether 
the clients were to add prestige or vice 
versa— from the National D rug Company, 
w ro te : “However, since you ask the 
question it is my opinion that accounting 
is a business, and that the large national 
firms are absolutely correct in their 
position.”
From  the State Education Dept, of New 
Y ork: “I am surprised with you that lead­
ing firms of Certified Public Accountants 
should be disposed to plead that account­
ancy is a business and not a profession. 
We have been deliberately treating it as a 
profession in this State and are looking 
forward to the day in 1938 when only 
graduates of approved courses in account­
ancy will be admitted to the C. P. A. ex­
amination. If accountants propose to 
make a business out of the enterprise, I 
quite agree with you that it is a waste of 
effort to set up educational standards or 
go to the trouble of honoring men with 
the C. P. A. certificate. I believe the day 
ought to come when the practice of public 
accountancy should be restricted every­
where to those licensed to practice along 
the very same lines that prevail in other 
professions. It seems to me that account­
ancy should go the whole length of the 
other professions or go back the other way 
to a mere business.”
There are some interesting papers here 
from Idaho, but I had better not read 
them.
Gentlemen, I may be all wrong. Before 
I decided on this course of procedure, I 
found out what the accountants in 
Pennsylvania thought. I then said to my­
self, “Maybe I am selfish. Maybe the local 
accountants are selfish, because we have 
here in the referendum 85 per cent voting 
for it, and against it only the members of 
the staffs of national firms.” Now if I 
were a partner or an owner of a national 
firm, maybe I would not feel the same way 
about it, but I do say, let’s discontinue this 
hypocrisy. I f  it is a profession, there is 
only one way of continuing it, keep it a 
profession. Legally, accountancy is not a 
profession if you have the right to use 
dead men’s names. It might interest some 
of you to know that in the State of New 
York, the engineers passed a law, as I 
read in The American Society of Certified 
Public Accountants’ magazine, making it 
illegal for engineers to use assumed 
names. Somebody thinks that engineering 
is a profession, and that if it is a profes­
sion, those names should be eliminated.
More important than mergers, more im­
portant than spending days discussing how 
to hold members, how to make them pay 
their dues, how to make them come to 
meetings, is the answer to this problem.
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If  you believe it is a profession, or if you 
believe it should be a profession, you will 
go back to your respective State societies 
and start now activities to enact this bill 
into law. If  you don’t do it, it will be 
done by somebody else. Thank you very 
much.
Discussion
C h a ir m a n  M orrison  : Does anyone 
wish to discuss this subject further?
Louis H. P ilie  (New Orleans, L a .): 
The first I have heard of this is Mr. Root’s 
talk. I am an independent practitioner and 
have been since 1918. I started out as a 
junior member on the staff of an indi­
vidual practitioner in New Orleans, then, 
in 1922 I went into business myself, and 
since then I have been practicing as a mem­
ber of an independent partnership, not a 
national firm. I have never been connected 
with a national firm nor ever expect to be 
connected with one. I want to say that if 
such a bill as that bill had been presented 
to the Louisiana Legislature, I would have 
gone on record against it. I would have 
taken action against such a bill.
If  I had known this was coming up, I 
would have been able to collect my 
thoughts a little better on the subject, but 
I believe I would have been against that 
bill, because of experience based on these 
observations. F irst of all, it has been my 
observation that the larger the firm, the 
greater is the effort of that firm to gather 
up the best there is in professional per­
sonnel. Large national firms, in a city the 
size of New Orleans, I know make every 
effort to obtain the best possible account­
ants to work for them, and I believe that 
proportionately, the larger the national 
firm, the greater the effort on the part of 
that firm to gather within its personnel the 
very best that can be found, and the reason 
that they are able to get the best is that 
they are able to pay the best salaries.
I believe that that is an argument in 
favor of the continued use of the profes­
sional names, that is, their continued use 
by the national firms, because among other 
things, they are justified in the fact that 
they have been able to gather up and keep 
as members of their forces, these men who 
gradually become better and better.
It has always been my observation, that 
among the national firms in the city of
New Orleans, Haskins and Sells, Peat, 
Marwick, Mitchell & Company, and F. W. 
Lafrentz and Company, they by no means 
get all the business that is given out in the 
city of New Orleans. I should judge there 
are about 100 members of the Louisiana 
Society, of which, roughly speaking, I 
should say about 75 per cent practice in 
New Orleans, and while you will not find 
many wealthy accountants down there, we 
are all making a fair living, and I believe 
our income is measured not so much by 
the fact that we are old or brand new, but 
by the fact that by constant practicing and 
by gathering up a good, sound personnel, 
we have been able to meet with more or 
less success because of the increased effi­
ciency of our standing personnel.
A short time ago, I learned of a large 
establishment which wanted to revise its 
bond issue. For that reason, it had to ap­
pear before the Securities and Exchange 
Commission. That was a case where there 
was a deadline of so many days, I think 
it was 25 or 26 days, within which to file 
application. It was necessary for that large 
corporation to get its report to the Securi­
ties and Exchange Commission within that 
time, and a large national firm got the en­
gagement and it was necessary for that 
national firm to call from its St. Louis 
office, from its Dallas office, from the other 
cities in the United States, quite a number 
of its men, in order to be able to do that 
job on time. I may have been able to do 
that job, but I am not kidding myself into 
believing I would have been able to do it 
on time. Had there not been such a struc­
ture as a national accounting firm, that 
client would have been deprived of receiv­
ing the assistance it did receive, because 
of the existence of such a firm.
Then again, I believe I would have voted 
against such a bill, because it seems to be 
out of line for a profession to be divided 
against itself, and I cannot help but feel 
that it must be largely because of selfish­
ness on the part of the small man, who is 
against the others just because they are a 
little bit more successful by reason of long 
practice than he is able to be. I do not 
believe that if today, we were to stop the 
practice of large national firms in the dif­
ferent cities, the smaller practitioner would 
be any better off, and I sincerely believe
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that such an action should be discouraged 
as much as possible.
Carl E. D ie t z e  (Milwaukee, Wiscon­
sin) : I am not going to speak on the im­
mediate issue involved here, namely, the 
use of fictitious firm names. I want to 
speak on lines that involve legislation, 
however. Mr. Root has been a member 
of the Legislature, and I have been termed 
a member of the “Third House,” as they 
call the lobbyists who lobby around the 
Legislature in Wisconsin. I have been be­
fore the two houses of the Legislature so 
often this last session that I began to feel 
that I actually belonged there. I am for­
tunate now, however, in being able to ex­
hibit not only a bill which was introduced 
but an act which has been signed by the 
Governor.
When we appeared before the Legisla­
ture, and I might say that although we 
have a State Society of over two hundred 
members that there were only five of us 
who actively carried on the fight for the 
Society in behalf of the passage of the 
regulatory bill, we not only appeared be­
fore the Legislature but also at the hear­
ing called by the Governor on this bill, at 
which both the opponents and proponents 
presented arguments against and for the 
bill
The opponents appearing at this hearing 
were fortunately not enforced by mem­
bers of the larger accounting firms or of 
members of the American Institute of Ac­
countants, who had been requested to ap­
pear against the passage of this regulatory 
bill by certain Eastern institute members. 
I believe that the Wisconsin members of 
the larger accounting firms and also mem­
bers of the Institute showed by their ab­
sence from the ranks of the opposition not 
only good judgment but, in my estimation, 
silent support and entire accord to the pas­
sage of our regulatory bill.
As to the question whether Accounting 
may be properly termed a business or a 
profession, it is my candid belief that it is 
and certainly should be termed a profes­
sion. Fortunately for myself I can qualify 
as a professional man legally if not from 
an accounting standpoint.
In Wisconsin, a considerable portion of 
the last few Annual Bar Conventions was 
given over to the discussion and approval
of an integrated bar bill. Lawyers feel 
and have felt for some time that something 
must be done to get a better control over 
the legal profession and of its members. 
An integrated bar bill was introduced and 
passed by the Legislature but unfortunately 
was vetoed by the Lieutenant Governor, 
who was our acting chief executive during 
the absence of our Governor from the 
State.
It was feared by us that a possible sim­
ilar fate might also await the regulatory 
bill should such come up for consideration 
and action by the chief executive while he 
was absent from the State, and that the 
Lieutenant Governor, who is not a profes­
sional man, might again be the acting gov­
ernor and as such be called on to act on 
the bill with possibly a disastrous effect.
I feel that accounting is more than a 
business, I contend that it is a profession. 
If  not, certainly something should be done 
to make it such, and like the attorneys 
seeking remedial legislation so must we as 
accountants seek legislation and regulation 
to make us a profession with the proper 
control and safeguards.
In the apparent controversy of the big 
and small practitioner, I have no particular 
interest. I have friends in both. Personal­
ly I have always been a small or limited 
practitioner, and no doubt shall always re­
main that way. I have always felt that 
as I was selling personal service that I 
should perform such work myself.
However, whether an accountant is a 
member of a large or small firm, or prac­
ticing as an individual, he should have the 
same aim and interest to see that his oc­
cupation be given the recognition that it 
properly deserves. To give it such recog­
nition, proper regulations must be had as 
in the legal, medical and other professions. 
This can only be had through proper regu­
latory legislation. The need for such reg­
ulation is probably most felt by the small 
practitioner, and in districts away from 
New York and other larger Eastern cen­
ters where accounting has received greater 
recognition than in other sections of the 
country. The unscrupulous competition 
which accountants encounter from  the 
hands of so-called accountants, bookkeep­
ers out of a job, has done much to hinder 
accountancy as a profession. In most sec­
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tions of the country the distinction be­
tween a Certified and a non-Certified ac­
countant is not even known. Clients for­
merly served by accountants or bookkeep­
ers at nominal fees or rates of pay gen­
erally expect to be served on the same 
basis of compensation, not knowing the 
difference in the value of the services 
rendered.
In conclusion, I want to reiterate that 
as a class we must do something to im­
prove our status, whether a business or a 
profession. Personally I prefer account­
ancy to be termed a profession. I hold 
myself out as a professional man. My 
university training, aims and ambitions 
were to become a professional man. To 
bring about the necessary stimulus of ob­
taining a professional status, and that de­
gree of regulation required to go with it, 
we should seek uniform regulatory ac­
counting legislation in each of the various 
States. Twelve States already have such 
legislation and Wisconsin’s regulatory law 
just passed and enacted into law this year 
has just gone into effect.
In order to sponsor legislation, it nat­
urally requires certain financial outlays but 
mostly work on the part of the sponsors. 
W ith large accounting societies sufficient 
contacts can be made with the various 
legislators to not only acquaint them with 
the desired legislation but also of the needs 
of such legislation so that their support 
can and will be secured in support of the 
passage of such legislation. W ith an in­
creasing number of States enacting such 
legislation, the less effective becomes the 
opposition and the easier the passage of 
such regulatory laws.
W alter  A. S tau b  (New York City) : 
Mr. Chairman, I was very much interested 
in what Mr. Root said on this bill, because 
I have constantly sought to find an answer 
in my own mind to the question why such 
a bill should have been introduced. I am 
not quite clear as to what his real object 
was, o r that of any others who may have 
been in sympathy with his movement. I 
do not understand the statement with re­
gard to professions being unable to con­
tinue the names of deceased practitioners. 
As a m atter of fact, we have a good deal 
of that in New York State, I understand, 
also in Pennsylvania in the law practice.
I received a copy of Mr. Root’s bill, 
presumably because I am still a member 
of the Pennsylvania Institute of Certified 
Public Accountants, as it was in that State 
that I entered the accounting profession 
35 years ago and passed the examination 
for my certificate in 1903.
I wrote Mr. Root that on the very 
morning when I received the draft of his 
bill I had received an announcement of a 
prominent law firm in New York of the 
readmission to partnership of a gentleman 
who had withdrawn some time before. 
The firm was Cotton, Franklin, W right & 
Gordon. Both Mr. Cotton and Mr. Frank­
lin are dead, and there were eleven other 
partners whose names were not incorpor­
ated in the firm name. I t  was but an ex­
ample of a long-standing practice in the 
professions of law and accountancy.
I feel quite certain in my own mind that 
if such a proposed law were introduced in 
New York, the lawyers would resist it be­
cause they would naturally feel, I should 
think, if such an inhibition were placed on 
accountants, it would be only one step until 
it was placed on lawyers. If  it is to be 
carried to its ultimate conclusion, we shall 
have to attack the legal profession as well 
as our own on that point.
Furthermore, it seems that if you are 
logical, you will have to insist upon bring­
ing the name of every partner into the firm 
name to avoid any misrepresentation that 
the work is being done or supervised by 
partners whose names do not appear in 
the firm style. In  our case, we have some 
thirty partners. It is our practice to take 
into partnership men from the ranks— 
every large firm has done that—that is, 
men who have shown by their work and 
their development that they are suitable 
for partnership material, and that, of 
course, indicates the impracticability of 
carrying out any such theory as that ap­
parently underlying Mr. Root’s bill.
I t happens that in the case of my firm, 
Lybrand, Ross Bros. and Montgomery, we 
would probably not be affected by that bill 
at this time because Mr. Lybrand, one of 
the Ross brothers, and Colonel Montgom­
ery are still living and active in the firm.
I do not see why there should be an 
effort to deprive those of us who have
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contributed to the up-building of the firm, 
the development of its practice and the 
prestige of its name, of the value of such 
contribution as we have made. W hat dif­
ference does it make whether the name is 
Lybrand, Ross Brothers and Montgomery 
or whether we have been practicing under 
some other name; there is no real differ­
ence in substance.
In the question of profession versus 
business, I have not seen the record re­
ferred to but much of what was quoted 
appears to have been said by one or more 
bankers. Personally, I would not take the 
position that accountancy was a business. 
I think the president of the Institute who 
was quoted, doubtless had in mind that we 
had been striving to build a profession, and 
that we have been striving to  reach the 
point where it would be considered as such, 
but that we had a lot of educational work 
to do until the older professions and soci­
ety generally in the country recognized 
ours as a profession on the same plane 
with other professions which have been 
centuries in developing. That seems to  be 
merely a statement, couched in modest 
terms, which recognized that, while we 
may call ourselves a profession, others may 
feel we have work to do in developing our­
selves until we prove we have attained the 
same level as the older professions. I 
think that we can very properly claim that 
we are professional, or at least that we 
are earnestly striving to establish the fact 
so that it will be beyond a doubt.
The engineering firms, again, are firms 
that practice with the continuity of name 
in many cases. The best known engineer­
ing firms of this country are firms that 
have established their reputation and still 
continue to use the names of outstanding 
men who were members of the firms in 
the days when they were developing their 
practice, and you may depend on it that 
the mere use of the name of a deceased 
partner as part of the firm’s style will do 
the firm no good if it doesn’t continue to 
do just as good and just as effective work 
as it was doing during the time the de­
ceased partner was active in the firm. I 
am sure that is true, not only in account­
ancy, but likewise in engineering and law.
The large firms were at one time small 
firms. W hen I came with Lybrand, Ross
Brothers and Montgomery, we had four 
partners and five o r six assistants, of which 
I was one, one of them had but a short 
time before graduated from office boy and 
used to come in a half-hour earlier in the 
morning so he might clean off the desks, 
before beginning his work as assistant on 
the staff. The firm grew and developed, 
and those who have had an interest in it 
as time has gone on, have endeavored to 
contribute to its growth and development. 
I cannot see that there is any point to a 
bill of this kind, in attempting to make it 
difficult to continue a practice that has been 
developed by hard work, and by endeavor­
ing to  render the kind of service that cli­
ents would value and appreciate.
Furtherm ore, there have been quite a 
number of men who at different times have 
left our staff and started in practice for 
themselves, who are doing well, and whom 
we are glad to see prosper. I t always gives 
me pleasure to see a man who started in 
our office, who has formed his own firm 
or practices individually, who is doing 
well.
W e find those men have no jealousy of 
the firm with which they once worked, but 
on the contrary, our relations with them 
are of the pleasantest and the best, and if 
there is anything we can do to  assist them 
in any way, if they come up against a real 
problem and want to discuss it, we are 
glad to give them advice any time we can.
I cannot see that the problem referred 
to by the speaker in the Wisconsin situa­
tion has any bearing on large firms versus 
small firms. It would seem that the inter­
ests of all of us are alike in that respect. 
In New York, we have taken a different 
view of this m atter of legislation. W e have 
become convinced that it would not be 
helpful to the certified public accountant 
or to the business public, and we have felt 
the disadvantages we would invite would 
be much greater than the advantages that 
would accrue to  the profession.
I dislike talking in terms of large firms 
versus small firms, because after all, size is 
only a relative matter. Mr. Root’s bill 
affects not only large firms of accountants. 
W e have a number of firms in New York 
not ranked with the largest firms that 
would be hit by this bill as much as any 
large firm would be. It happens that Mr.
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Hughes, who is present in this meeting, 
had in partnership with him two men 
whom I held in high regard. One was 
Jim Farrell, a man for whom we 
all had the highest regard and who was 
for years the secretary of The New York 
State Society of Certified Public Account­
ants. Another was M r. Boyce, who at one 
time was in our office and with whom I 
spent nearly six months at one time, where 
the two of us worked night and day during 
that period. I got to be exceedingly fond 
of him and had a high regard for him. 
Both of these men have passed on, but 
Mr. Hughes has seen fit to preserve their 
names as part of the firm title. W hy 
should the legislature say to Mr. Hughes 
“You must not perpetuate for such a time 
as you wish, the names of your deceased 
partners.”
W e have other firms of high standing 
in New York, who are not among the so- 
called large firms, but who would be a f­
fected by such legislation. I cannot see 
any rhyme or reason in it. Even though 
it might be construed that I was speaking 
from the standpoint of selfish interest, I 
wish to say that I am convinced, gentle­
men, that the large firms have made a real 
contribution to the profession. A fter all, 
there have to be firms with an organization 
of national scope in order to be able to 
handle the engagements that come from 
the very large corporations, and I think if 
you will look at the history of the profes­
sion and the volume of accounting work 
done in this country, you will find that as 
the very large companies in the country 
developed the custom of having their ac­
counts audited (which was feasible only 
by having accountants with national organ­
izations) auditing practice among account­
ants generally also developed.
The study which The New York State 
Society made to ascertain the percentage 
of companies listed on the New York 
Stock Exchange which issued statements 
certified by public accountants, was for the 
purpose of endeavoring to utilize that in­
formation for the benefit of the Society’s 
members generally, because we wanted to 
indicate that if many large companies were 
having their accounts audited that would 
also lead the small concern, the modest 
sized concern and the close corporation to
adopt the same practice.
That is just the thing that happened in 
England. As the large companies had 
their accounts audited, the public generally 
became advised that the accountant had a 
service to give to the business and finance 
of the country. I am convinced that it is 
true in this country. As long as the very 
large companies considered themselves self- 
sufficient from an accounting standpoint, 
there was a natural restriction on the de­
velopment of the accountancy profession, 
because the small business man would say 
to himself, “If they don’t need it, why 
should I need it?” But there is nothing 
more typical of the average American busi­
ness man than that he follows the leader, 
and when the small business man sees that 
it has become practically universal among 
the large corporations to have their ac­
counts regularly audited and their pub­
lished statements certified, it causes him 
to feel it is also a good thing for him.
The large firms have also made a mate­
rial contribution to the development of our 
profession, I believe, because they have 
been in a position to carry on research 
work which, for financial reasons if no 
other, the small practitioner has not been 
able to do in any large way.
I think it is very unwise for us to spend 
our time and energy on matters of this 
kind. I cannot see that it does any good, 
whereas, we have other matters that we 
need to stand together on and work for. 
It bothers me that we should be develop­
ing this kind of a spirit, that is, of trying 
to sow dissension in our own ranks and 
have one group sniping at another. I think 
there is so much more we can do advan­
tageously and that is why I have been so 
keen for this one national organization. I 
can see immeasurable scope for our activ­
ities as a united profession that will inure 
to the benefit of everybody and I am con­
vinced that the large firms will not prosper 
unless the accountants with modest prac­
tices also prosper and vice versa.
C la u d  F. H arm on  (Prescott, Arizona) : 
W e have had something like this question 
in Arizona. W e are perhaps the least State 
of all, but I believe in an organization of 
this kind, it is well to get the ideas of all 
of the people. I am a small practitioner, 
I have four people on my staff, and the
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question of the national firms has never 
worried me. I have all the work I can do. 
I find it hard to get competent assistants 
to do the work I have.
A short time ago, a question of the in­
stallation of a system of accounting came 
up in a city nearby, in a large department 
store. The manager of this store is one 
of my personal friends. He came to me 
and offered me this assignment, but he 
said, “Harmon, I want you to do this 
work. You are the only one on your staff 
whom I feel is competent to do the work.” 
It was impossible. I just could not do it. 
I was too busy. He asked me who would 
be the best man to do it, if I could not 
do it.
I  said, “Well, for your sake, I  can only 
say to you that you need someone who has 
a wide experience in what you are trying 
to do.” He mentioned the name of one of 
the national firms and I said, “Yes, no 
doubt that firm will do very well.” I 
should have liked immeasurably for that 
work to be done by local people, but really 
in the bottom of my heart, I  felt that my 
client, as I might call him, should have the 
benefit of having the work done by one 
who knew the particular thing he was try­
ing to do and who had spent many years 
developing the particular thing he wanted.
Personally, I have come to the conclu­
sion that in Arizona, after bitter fighting 
and battle and bloodshed, that there is a 
field that the national firms serve which 
some smaller firms cannot fill. I  believe 
we went into this situation as deeply as it 
is possible to do in a small State. The 
whole population of Arizona is about what 
Kansas City is, including Kansas City, 
Kansas, and we get to know our problems 
pretty well because we face them not in a 
general way, but as individual problems.
I think, after all, Rotary gives us a 
pretty good example: “He profits most 
who serves best,” and as you serve your 
clients, your firm will increase in size. To 
limit the ability of a person doesn’t seem 
American to me, and yet I have come to 
this conclusion personally, that this is a 
personal problem. Perhaps some of the 
national firms, or the senior partners or 
the managers of some of the national firms, 
have gotten out of touch with human na­
ture and with the people in the profession
in general. Remember, they had the say­
ing that the attitude of the railroads was, 
“To hell with the public.” I am wonder­
ing if some of the managers of the national 
firms haven’t perhaps gotten out of touch 
with the individual practitioners and have 
forgotten that they too have their ideas 
and I am wondering if there isn’t a way 
to get together. I f  they had a meeting 
of minds, wouldn’t that solve the problem, 
each give in a little and all work for the 
best ?
J ames F. H ughes (New York City) : 
Mr. Staub referred to me, and I am very 
glad that he did so. I should like to bring 
to your attention a point which I thought 
he brought out well, but I merely wish to 
refer to it again to emphasize it. It is a 
matter of personal choice in the beginning 
of the development of a firm, whether or 
not it will continue to operate under the 
name already in use after certain partners 
pass on, or whether the name will change. 
It seems to me the adoption of such legis­
lation as Mr. Root proposes, would have 
the effect of taking away from men who 
grow up in the organization, certain things 
which I believe they have earned, because 
I believe they have participated in the de­
velopment of the office.
I think Mr. Staub shared in that thought 
when he related to us the development of 
his firm. I  think such legislation is another 
step in the regulation of our lives, denying 
us a right to choose. That is, shall we have 
a right to continue as partners under the 
firm name as it existed when we were 
merely employees and not partners?
W illiam  Dolge (San  Francisco, Cal.) : 
I have just a word to add in connection 
with the word “business” and the word 
“profession.” It seems to me that bring­
ing in the question of whether accounting 
is a business or a profession is drawing a 
red herring across the trail of what this 
particular bill in Pennsylvania or similar 
bills stand for. I am not an attorney, like 
my friend Dietze, but I  did study law, and 
I remember particularly in the early days, 
in the early growth of the profession in 
England, that law was a business. I have 
the recollection of reading something from 
the pen of Elihu Root saying that there 
were too many lawyers who were making 
a business of their law.
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The Mayo Brothers were mentioned. I 
don’t know who of you were at the expo­
sition in Chicago two years ago and saw 
the exhibit of the Mayo Brothers there, but 
if ever two professional men made a busi­
ness exhibit it was the eminent Mayo 
Brothers of Rochester, Minnesota.
A little over a year ago, we had an im­
portant law suit in which we were the key 
witnesses and at the critical moment, the 
night before I was to go on the witness 
stand, my right-hand man came down with 
an attack of appendicitis. He was rushed 
to the hospital. In this little town, there 
was a Mayo graduate. When it came to 
the paying of the bill, Mayo rates were 
charged, on a business, not on a profes­
sional basis.
P resident H eaton : Mr. Chairman, I 
do not want to say much concerning this 
matter. My firm is a small firm, and the 
only reason it is not a big firm is because 
my partner and I have not been able to 
make it such. I wish we had been. I do 
not believe I would have been deserting 
the idea of professional service had we 
been able to prosper more and grow more 
than we have. I should like to testify to 
the fact Mr. Walter Staub mentioned a 
while ago, that the members of big firms 
are exceedingly liberal in helping the small 
firms on matters in which they are not 
experienced. I have, more than once, dur­
ing the twelve or fifteen years of my prac­
tice, encountered problems with which I 
was not familiar, and I have never hesi­
tated to go to Walter Staub’s firm, or any 
other of the large firms with which I have 
been connected during the time I was get­
ting my experience. They have sat down 
with me, sometimes one, two or three 
hours, brought out their programs and 
gone over the essential things. I believe 
there is a fellowship between the two, that 
is, the larger, more experienced firms with 
a wider practice, and the smaller firms 
which render their kind of service within 
the smaller spheres.
I should like to draw your attention 
particularly to a line of reasoning. In 
drawing conclusions, there are two methods 
of reasoning—one called the inductive 
which reasons from the particular to the 
general— the other called deductive which 
reasons from the general to the particular.
The inductive method arises from prac­
tical experience. This thing has happened, 
this thing has followed— when the experi­
ence is great enough, we draw a general 
conclusion, and the general conclusion 
stated becomes a principle, and that prin­
ciple stated becomes a thing by which we 
judge other things; it is an established 
fact. The deductive method is to start 
from the general conclusion which has 
been established from experience, and to 
test a particular thing on the basis of that 
which has been established.
Let us see what basis of reasoning has 
been followed in the discussion concerning 
this bill. W e say a professional man has 
no good will, therefore we should reason 
that since there is no good will, an estab­
lished name should not be continued when 
it does not represent active work of per­
sons now living.
Without entering into the religious ques­
tion, let me cite a line of reasoning. A 
man in Christian Science says, the first 
thing, “There is no evil, and since there is 
no evil, this particular thing cannot repre­
sent an evil, or it lacks reality if it has the 
characteristics of an evil.” When we come 
to the deductive line of reasoning, we must 
test the premise from which we start. Is 
there any man here who would deny that 
the good work that he has done, whether 
with a small circle of clients, or with a 
larger circle of clients, creates a good will 
which he jealously attempts to keep? Then, 
if in our professional work ( I  hold with 
those who say we are a profession. I hold 
with those who say we are striving hard to 
become a full-grown profession) there is 
no good will, why do we want to continue 
the good names?
Let me give you a personal experience. 
When I started my accounting firm ten 
years ago, the man who came with me had 
been an assistant on the force of my previ­
ous firm. He had but little money to put 
in, perhaps a couple of thousand dollars. 
I naturally started without his name in the 
firm. During succeeding years, his per­
sonal attainments, his personal accomplish­
ments in getting business and his growth 
as an able man, led me to the conclusion 
that he was entitled to put his name in the 
firm name and I offered him that. He 
thought about it for a little while and he
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came back to me the other day and said, 
“There are a few banks around here who 
know the name of W. C. Heaton and Com­
pany. W e have a fair-sized list of clients. 
They are used to seeing the firm name as 
it is. As much as I should like to have 
my name in the firm, I believe it is sound 
judgment to continue the name that has 
led to this favorable attitude within a 
limited circle”—
There is good will in a name, and that 
good will has been earned by the good 
work that has been done. If, then, that 
is true (and I believe every one will testify 
in his own practice that it is true) the 
reasoning which leads to the conclusions 
expressed in this bill is based upon a false 
premise.
W il l ia m  C otton  (Louisville, Ky.) : Mr. 
Chairman, there was a letter quoted from 
Kentucky, which I did not write and had 
not seen, but I am sure it is written by one 
of my colleagues who is not present. I 
think I know what was in his mind when 
he wrote the answer to those questions. 
W e have, in Kentucky, a very unreliable 
accountant practicing under a firm name. 
His practice has been interrupted recently 
by a trip to Atlanta, where he spent six or 
eight months in the penitentiary. The men 
who organized the firm whose name is now 
being used as a smoke screen, are both 
dead. They were very reliable accountants 
and their name still carries weight and 
prestige in the community.
There should be some way to prevent 
this man from practicing under the firm 
name as he does get some business because 
of it.
I am sure that a situation of this kind is 
one thing Mr. Root had in mind. I should 
like to hear discussion from that angle.
George P. E l l is  (Chicago, Illinois) : 
Mr. Chairman, I do not want to get into a 
controversy about small versus large o r­
ganizations, but I think we have a legiti­
mate issue here.
Mr. Heaton has developed a very fine 
line of thought. This m atter is not one of 
white against black. Small concerns are 
neither all A -1, nor all weaklings. Large 
concerns are not necessarily ruthless or 
hyper-efficient. W e know that. W e know 
that the chain store system has its flaws 
and its benefits; we know that the holding
company has its justification as well as its 
abuses.
But unfortunately the first thing we 
Americans do when we see something that 
is not quite right, is to try  to wipe it out, 
instead of analyzing the situation and try­
ing to get at the evils which may have 
arisen. One does not cut off one’s hand 
because he has a small sore on his finger. 
Cure the sore and the hand is well. So, in 
business, cure the abuses, but do not de­
stroy. In  all the legislation that has been 
before us, we are likely to line up on one 
side or another instead of, as the analysts 
we are supposed to be, meeting the situa­
tion and determining in the long run what 
is in the best interests of the public.
I am not so much concerned in this mat­
ter with what is good for the profession, 
but with what is the public interest. I 
firmly believe that only as we serve the 
public are we developing as we should. 
W e ought to analyze the situation. If  there 
are some evils, such as Mr. Cotton has 
raised here, it does not follow that the 
whole practice should be abolished.
I know of a case where a C.P.A. sold 
his practice to some non-certified men who 
are continuing the practice under the orig­
inal name. The certified man had devel­
oped a very fine reputation in the com­
munity. I think it is unfair to  him, and 
very unfortunate that he should have sold 
his business with a provision in the con­
tract that his name should be continued, 
for under that honorable name a great 
many things were done to bring reproach 
upon one we considered one of the best in 
the accounting profession in that particular 
State.
I think there is something worth consid­
ering in the discussion by Mr. Root, but I 
think the subject needs to be analyzed from 
the standpoint of correcting the evils.
P a u l  R. S trout  (Seattle, W ashing­
ton) : I brought a few credentials along 
with me in the way of applications that I 
should like to turn  over to the chairman, 
also one application for reinstatement.
Now that I am qualified to make a few 
remarks, I should like to inform you of 
an incident that took place in the State of 
Washington, bearing on this subject. Due 
to activities initiated by an organization of 
non-certified public accountants in our
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State, the Attorney General rendered an 
opinion which prohibited these national 
firms to be classified in the telephone direc­
tory as certified public accountants. They 
had to be classified merely as public ac­
countants, along with the glorified book­
keepers. Then the question arose in the 
mind of the certified public accountant, 
“Are the national firms a menace to the 
profession or a benefit?” W e decided we 
wanted the national firms associated with 
us, and the Washington Society of Cer­
tified Public Accountants got behind legis­
lation last year and a bill was introduced 
legalizing and recognizing assumed names 
for the practice of certified public account­
ants, where the resident manager or part­
ner was a Washington C.P.A. and all other 
partners were C.P.A’s of Washington or 
some other State.
J. B ryan  S t e p h e n s o n  (Albuquerque, 
New Mexico) : Like Mr. Harmon from 
Arizona, I represent a very small firm in a 
very small populated State. In trying to 
answer the question propounded by Mr. 
Staub, as to the merits and purpose behind 
this bill, and without trying to be humor­
ous, it seems to me it is an attempt, an­
other attempt, towards redistribution of 
w ealth; between what the big fellow has 
and the little fellow wants. I personally 
cannot see any merit to it. I can also re­
iterate what Mr. Heaton has said with 
respect to the assistance and help that the 
larger firm has given the smaller firm and 
I think it is likely true that in the smaller 
firms if it had not been for the big-broth­
erly aid rendered by the larger firms, we 
would not have the practice we have today. 
The firm of Haskins and Sells, at Denver, 
have been unstinting in rendering help, and 
we have had no hesitancy in calling on 
them.
I am surprised to learn in this argu­
ment that Mr. Root put up, that the pre­
ponderance of evidence lends itself to 
prove that we are not a profession. I per­
sonally do not agree with that. Also, I 
fail to see that a man should not benefit 
by his own efforts. In our own small firm, 
consisting of the names of three men, one 
of whom is no longer with the firm, we 
have deemed it advisable, in that our firm 
has been in practice in New Mexico for 
fifteen years, to keep that name. The firm
is not known by its individual members, 
it is known by its reputation, and to change 
the name every time a member is admitted 
and every time one goes out, is merely to 
cause confusion in the mind of the public.
Should we not, as individual practition­
ers, or as branches of a big firm, take into 
consideration the problems of our clients? 
Should we allow greed to get the better of 
our judgment and forget about the re­
quirements of our client. Considering the 
statement that was made in this hearing 
about being able to sell commercial paper 
with a broker in New York, is that not a 
service to that particular client, and 
shouldn’t he be given that service? Isn’t 
that what he is paying for? I f  a  client 
wants to hire a big firm that will serve him 
better, I for one, cannot see why the little 
accounting firm should not let him have 
that service. Also, is it not true that in 
the large corporations, who have factories 
and branches scattered over the entire na­
tion, that it would be impracticable for the 
small firm to attempt to do those engage­
ments? The argument against that would 
be that the small firm who secured that 
engagement could hire other small firms 
to help him. Again, we go back to the 
problems of the client. Does that client 
want a number of small firms all over the 
country to know his problems? I would 
reply in the negative. The national firm 
has risen through the need of the clients 
and we small practitioners cannot combat 
that need. I do not see any merit behind 
this bill, to take away from a firm some­
thing they have earned through long, con­
tinued effort.
C la r en c e  L. T u r n e r  (Philadelphia, 
Pa.) : I regret very much all this talk 
about the small and large firm. I hap­
pened to be at that hearing in Harrisburg, 
and at that hearing there were a number 
of members or representatives of small 
firms that went there to object to this b ill; 
and I think in every instance, with the ex­
ception in the cases of but two or three 
of those small firms, they would have pres­
ently been unaffected had the said legisla­
tion passed.
I think we all realize that the so-called 
large firms have done a lot for the account­
ing profession. W ith whom did the ac­
counting profession start? It started with
406 TH E CERTIFIED PUBLIC ACCOUNTANT July,
the members of those large firms, and then, 
as Mr. Staub has brought out in his re­
marks, a number of the independent or 
smaller practitioners are men who have 
been with these large firms. I think it is 
a mistake to try to put on one side of the 
question the small firm, and on the other 
side, the large firm, because I do not be­
lieve the issue ties around that point.
Our firm is probably what you would 
call a medium-sized firm. I had the oppor­
tunity, several years ago, in fact, I was 
invited, to come in and discuss the audit 
of one of our larger corporations. I sup­
pose this corporation is within the first five. 
Close friends of mine held high executive 
positions in that company, and they wanted 
me to entertain the proposition of bidding 
on their work. I had sense enough to 
know it was no audit for our firm, because 
it would require approximately one hun­
dred men to complete the engagement, and 
it would necessitate men being assigned to 
various locations throughout the country. 
The only way we would be able to do that 
work would be to let all the other clients 
sit by and take on a large temporary force 
and concentrate our staff entirely on that 
job. A fter the job was over, we would 
have hardly any of our other business, be­
cause we would have had neglected the 
other clients.
There isn’t any doubt that there is a 
place for the larger firms and there isn’t 
any doubt that they are required in the 
profession, that they are needed to do the 
work for our large corporations, and I 
think it is a mistake to undertake to ap­
proach this problem as a large and small 
firm matter.
As to whether we are a business or a 
profession, the Chairman of the Judiciary 
Committee at H arrisburg asked me 
whether I thought the practice of account­
ing was a business or a profession, and I 
answered that I thought it was a profes­
sion. It happened that the m ajority of the 
committee were lawyers, and I told them 
that I thought we, as an accounting profes­
sion, ought to be permitted to conduct our 
profession in the same manner as is the 
legal profession, and that we ought to be 
able to govern ourselves the same as does 
the legal profession, because we have the 
necessary machinery within our profes­
sional society to accomplish it, and that 
we did not need any legislation to govern 
our practice when it comes to such things 
as firm name and style, and as to whether 
a certified public accountant was practicing 
in a proper manner. One of the purposes 
of the bill, as I recall, was given as “to 
protect the public and to prevent fraud,” 
and the point I was trying to get across 
to the committee was that we, as profes­
sional bodies, were able to govern those 
things. We, as professional men, have 
the necessary machinery to suspend from 
our membership anyone who is not 
serving the public in a proper manner, 
and who is perpetrating fraud. Through 
State Boards for examination of appli­
cants for the degree of Certified Public 
Accountant and which boards also issue 
the certificates, we also have the necessary 
machinery to revoke the certificates, and 
we feel that is enough of a check in order 
to enable us to see that our practitioners 
are serving the public in the proper 
manner.
There is one thing, however, that I think 
the national firms might do, and I have 
discussed this m atter several times with 
partners of several of the national firms 
and did so with all of those who were up 
at Harrisburg, going up on the train, and 
they agreed with me, and that is, that large 
national firms should qualify to practice as 
certified public accountants in every state 
in which they now conduct their practice. 
In addition, I think they should list on 
their stationery in the states in which they 
practice, the resident partners. Some of 
the national firms have qualified in Penn­
sylvania as certified public accountants and 
some haven’t, but as our friend from Ore­
gon stated, the telephone company lists the 
national firms with glorified bookkeepers 
because they were not qualified as certified 
public accountants. I think if they were 
qualified in each state as certified public 
accountants, there would be no question 
but that we all would be classed the same 
and there would be no one who could 
make a differentiation between small firms 
who would naturally practice as certified 
public accountants and the so-called na­
tional firms. I do not believe there should 
be a difference, because we all have the 
same aims and ideas.
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George R ossetter (Chicago, Illinois) : 
I should like to express myself as being 
opposed to this type of legislation. I think 
the profession can glory in the fact that 
we have men like Mr. Root who give so 
much time to  public service, and he should 
be congratulated for that, but I doubt the 
wisdom of the course which he is pursuing.
It seems to me that this question should 
not be taken too seriously, by us, and I 
for one, unless I am enlightened more than 
I am at the moment, would oppose any 
such type of legislation in the State of Illi­
nois. W e have many problems before us 
which in my humble judgment are more 
important than this, and I do hope that 
before any man goes back and attempts 
to put through this type of legislation in 
his own State, he will think seriously of 
the effect on himself, his friends and the 
public.
W illiam  J. Carter (Atlanta, Georgia) : 
I am very much interested in having 
this body express themselves. I think all 
of us appreciate what the national firms 
have done for the profession. W e are all 
sufficiently intelligent to realize that it is 
entirely possible to have distinctive profes­
sions. It is not necessary that all profes­
sions be of the same type. A  doctor is not 
called upon to perform  an operation which 
requires his presence in a number of cities 
at the same time, therefore his line of en­
deavor is entirely different from that of 
some accountants. I should like to move 
that this body go on record, by vote, as 
opposing this type of legislation.
M r. S t eph e n so n  : I second the motion.
S a m u el  F. R a c in e  (Seattle, W ashing­
ton) : I t  is hard to keep still on these 
things. On this question of names, I be­
lieve we are quite inclined to become mis­
informed. I am one of those unfortunate 
fellows who is too small to be a national 
firm, hence I do not get any of the big 
bond issues and things of that sort that 
arise on the Coast, and I am too large to 
be a small firm, hence I do not get any of 
the smaller business.
I have to practice under four names. 
My name for accounting practice is Sam­
uel F. Racine and Company. I am not a 
company but I took it on because in the days 
when I started it was supposed to be the 
necessary thing. W e were quite inclined to
take on that dignity, you know. It has been 
one of the handicaps of the profession for 
some years.
I started out as Samuel F. Racine and. 
Company. I decided I wanted to get into 
business, so I adopted another name for 
that, and just lately I took over a fine in­
stitution that has been operating for about 
forty years, and that has still a different 
name and it is a business. It seems to me, 
friends, that the finest thing I have ever 
discovered in business is that it is intensely 
professional. As I look over the activities 
of many of my professional friends, I am 
quite inclined to think that my business is 
far superior to much that has been called 
professionalism for all these years. A bus­
iness on a professional basis is good 
enough for me.
I am reminded of a good story of a 
couple of parrots. One parrot had secured 
its education in a forecastle. Another par­
rot was raised in a professional home. 
This forecastle parrot was inclined to 
swear a lot, but it was all business, and 
this other parrot was praying all the time 
because it had the professional idea, as­
pect and training. The owner of this 
cussing parrot left the city and left the 
parrot with his friend the minister. The 
minister couldn’t stand the swearing 
around the house. He took it to the spin­
ster who owned the professional parrot, 
thinking if he left the parrot there it might 
learn propriety. They left the parrot there, 
and when they had gone, this parrot that 
was business circled around a couple times 
and looked over at the professional parrot 
and the professional parrot smiled up at 
him. The business parrot looked over at 
her and he circled around again, and fin­
ally he got over a little closer to her and 
he said, “May I have a kiss?”
The professional parrot looked up and 
said, “W hat do you think I have been 
praying for all these years?”
The same thing carried over into Hea­
ven. There was such a controversy that 
it got to a point where St. Peter said to 
the devil, “If  you fellows don’t quit this 
argument, I ’m going to sue you.” The 
devil said, “You can’t  sue me. All the 
lawyers are down here.”
F r a n k  W ilbur  M a in  (Pittsburgh, 
Pennsylvania) : I should like to say a word
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on this matter. I believe out of this dis­
cussion we can learn some lessons. If  we 
don’t I think we have missed a real oppor­
tunity. In  connection with legislative mat­
ters in Pennsylvania, my brother, William 
R. Main of Philadelphia, and myself, take 
an active part in respect to most of the 
legislation. On this particular matter, we 
both advised Mr. Root that we did not 
believe that he could accomplish the pur­
pose that he was striving fo r; namely, the 
strengthening of the professional side 
and the reduction of the business side of 
accounting, but I do believe this, that the 
time has come when we larger firms will 
have to qualify to practice as certified pub­
lic accountants. I refer to my firm as 
one of the larger firms, but I am in the po­
sition Mr. Racine is, having often been 
referred to by the larger firms as a small 
firm and by the smaller firms as a large 
firm. Just how we stand, I do not know.
W e have not been practicing as certified 
public accountants, as far as our letter­
head is concerned. W e have just com­
pleted arrangements in one State to prac­
tice as certified public accountants, and 
we intend to do so wherever we are doing 
business, because whenever measures are 
introduced which are for the benefit of 
the profession, when they refer to audits 
by certified public accountants, the larger 
national firms oppose the use of the term 
"certified public accountant” and there is 
bound to be opposition and very properly 
so, because the smaller men throughout 
the country do value the name certified 
public accountant and they want to prac­
tice and they want to look forward to the 
time when the practice will be limited to 
certified public accountants.
I was surprised when I looked over the 
testimony and found that the defense was 
the fact that accounting was a business 
and not a profession. I was just as much 
surprised as you are, when Mr. Root ad­
vised me of the number of Pennsylvania 
men who were in favor of the bill. I do 
think we might as well recognize facts. 
There is no use trying to say that they do 
not exist. I think this is all the more rea­
son why, if there is a merger, that mem­
bership must be limited to certified public 
accountants. There is also this lesson to 
be learned, viz., there is no doubt but that
we have been amiss, the same as others, 
in that we larger firms have not always 
been as considerate of our smaller breth­
ren as we might be. I t is very easy for 
us when asked, to take larger work. We 
take it without going to the trouble of 
looking up the men who in the past have 
been looking after it. There is no question 
but what there is a mutual interest and 
responsibility, but the real burden, as I 
see it, is on the shoulders of those who 
are larger, to so carry on their affairs that 
there may not be reason to think we have 
not been fair and square and we have not 
been promoting the certificate which the 
smaller practitioners value most highly.
M r. R oot : I am sorry that this ques­
tion went into a discussion of large firms 
versus small firms. Some of us are miss­
ing the point. I recognize as well as any 
of you that large firms are essential. That 
is not the issue. Canon 33, of the Canons 
of Professional Ethics of the American 
Bar Association, Mr. Staub, forbids the 
use of false or assumed or trade names. 
“The continued use of the name of a de­
ceased or former partner, is or may be 
permissible by local custom, but care 
should be taken that no imposition or de­
ception is practiced through this use.”
W hen I see an audit and at the bottom 
it says, “The books of this company were 
audited by Price, W aterhouse and Com­
pany,” I say to you it is a deception on 
the public, because Messrs. Price and 
Waterhouse are no longer with us.
H e n r y  J. M il l e r  (New Orleans, Lou­
isiana) : I approach this m atter in abso­
lutely an open-minded state. I think that 
for this body to take any action for or 
against the proposed bill which has been 
explained by Mr. Root, would be rather 
presumptive in that it comes before many 
of us for the first time. I think that Mr. 
Root’s paper has brought out a great many 
things, both concerning the action of the 
larger national firms, and concerning pos­
sibly the motives and actions of some of 
the smaller firms. I am not willing to 
subscribe at this time, to the principle as 
enunciated in the bill, but I cannot help 
but recognize that Mr. Root has brought 
to our attention something national in 
scope, if we can judge by the noise that 
is heard in many states of the Union. The
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independent practitioners and the national 
organizations, are going to have to face 
the matter, study it thoroughly and decide 
upon a cure. The cure, as George Ellis 
has brought out, may not necessitate an 
operation so extensive as to cause the 
death of any national or smaller firms. The 
cure may simply be a small, minor opera­
tion, but I suggest to this body, inasmuch 
as Mr. Root has broached something new 
to a great many of us, and yet something 
that is heard in all the states, that possibly 
better action for this group to take, after 
only about an hour of discussion, would 
be to receive Mr. Root’s report, refer it to 
the Board of Directors of The American 
Society of Certified Public Accountants 
for study, and at some future date, when 
the ideas of everyone have had a chance 
to crystallize, bring the m atter up for fur­
ther discussion when we can get view­
points more clear and more definite.
T h o m a s  H. E v an s  (Detroit, Michi­
gan) : I do not know how I should de­
termine what is a large organization; mine 
is a small one. The only point I have on 
this matter is to tell you about a propo­
sition.
I did some work for a large firm and 
they proposed to make a stock issue of 
some three quarters of a million dollars. 
The broker they went to stated that my 
audit was of no value to the company, 
that they couldn’t put it over on my state­
ment, and suggested a national firm, whose 
name would carry more weight. My client 
came to me and stated the matter, and said 
he was very sorry he would have to  pass 
me up at this time to have a national or­
ganization to do the work. I said, “That 
is perfectly all right with me. You are 
going to get the money. My statement is 
as good as the national organization can 
make. You are going to take the m atter 
before the Commission. I am perfectly 
willing. I have no objection to anything 
you are doing, but the day that your ac­
countant will sit before that Commission, 
I am going to sit at the same desk with 
the Commission and if there is any state­
ment going before that body that is dif­
ferent than what I have set up, somebody 
is going to account for it. I  am just won­
dering what the value, or weight of their 
statement would be.”
They never saw fit to go further in that 
matter, and did not meet with me on the 
other side of the table.
Mr. C a r t e r :  Mr. Chairman, I wish to 
withdraw my motion.
C h a ir m a n  M orrison  : Will the second 
withdraw ?
M r . S t e p h e n s o n  : Yes.
Mr, M i l l e r :  The only purpose of my 
suggestion was not to take hasty action.
The “Kicker”
“I hate to be a kicker. I always long for 
peace,
But the wheel that does the squeaking is 
the one that needs the grease;
I t ’s nice to be a peaceful soul, and not too 
hard to please.
But the dog that’s always scratching is the 
one that has the fleas,
‘I hate to be a kicker’ means nothing in a 
show—
For the kickers in the chorus are the ones 
that get the dough.
The art of soft soap spreading is a thing 
that palls and stales,
But the guy that wields the hammer is the 
guy that drives the nails.
Let us not put any notions that are harm­
ful in your head
But the baby that keeps yelling is the baby 
that gets fed.”
(From Bob W hite’s Scrap Book.)
A  Definition
The identity of the young lady is with­
held, but the memory of her answer lingers 
on with the instructor conducting a science 
course at a local high school. One of the 
requirements in the written quiz w as: “De­
fine a bolt and nut and explain the differ­
ence, if any.” The girl wrote:
“A bolt is a thing like a stick of hard 
metal such as iron with a square bunch on 
one end and a lot of scratching wound 
around the other end. A nut is similar to 
the bolt only just the opposite, being a hole 
in a little chunk of iron sawed off short, 
with wrinkles around the inside of the 
hole.”
The startled professor marked that one 
with a large “A.”
— Troy Times Record
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T h e  F e d e r a l  S o c ia l  S e c u r i t y  A c t *
by Louis S. G oldberg, C.P.A. and Attorney-at-Law, Sioux City, Iowa
TH E  Social Security Act, approved on August 14, 1935, is heralded by its 
advocates as the American social Declara­
tion of Independence, and condemned by 
its opponents as a long stride in the path 
of paternalism and socialism. O ur inquiry 
today is one that may embrace its whole 
scope.
As our approach to our problem, may we 
adopt the method traditional in our pro­
fession : that of finding the facts first and 
then drawing conclusions not alone of law 
but also, if time permits, of economics, of 
social welfare, and of political policy (using 
the term political in its non-partisan signifi­
cance) .
Obviously, the facts involved are in this 
case the content of the law itself. In the 
interest of comprehensiveness, may I briefly 
outline the law more or less in its entirety, 
despite your familiarity with its provisions.
The Act consists of 11 separate and dis­
tinct titles. In theory each, of these 11 titles 
is a separate and independent enactment. 
Thus, the titles levying the taxes are sepa­
rate and distinct from the titles providing 
the benefits. I t seems to be quite well recog­
nized that this arrangement is deliberate and 
for the express purpose of interposing what 
is by some considered to be an insurmount­
able barrier against attack on constitutional 
grounds.
For our purposes, however, we may 
group the 11 titles into three m ajor divi­
sions: first, unemployment compensation ; 
second, federal old age benefits; third, 
grants to the states for various social pur­
poses.
W e may observe here that one point of 
fundamental significance is that it is with 
respect to the federal old age benefits alone 
that the federal government is to make any 
direct payment of benefits under the law to 
any individual. All other benefits provided
*Address before Thirteenth Annual Chautauqua 
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for are payable through the instrumentality 
of the states.
In the discussion that follows I shall for 
convenience link the taxes with the benefits, 
understanding, however, as already stated, 
that the act itself not only provides for no 
necessary interrelationship between taxes 
and benefits, but expressly deals with them 
as separate, distinct, isolated subjects.
Grants to States
Taking up the third group first . . . the 
grants to the states for various social pur­
poses. These purposes are old age assistance, 
aid to dependent children, maternal and 
child welfare, public health work, and aid 
to the blind. Measured by the extent of 
printed m atter the statement of these pur­
poses comprises substantially half the Act. 
Yet I think we may properly dispose of all 
of them quite briefly because in terms of 
direct financial significance and in the ex­
tent of the population and interests affected, 
these provisions, though substantial in them­
selves, are overshadowed by the arrange­
ments for federal old age benefits and for 
unemployment compensation.
In a general way the grants to the states 
contemplate that the federal government 
will match dollar for dollar expenditures by 
the several states for the purposes indi­
cated. In  some instances the ratio of federal 
to state money, instead of being half and 
half, is one-third and two-thirds. The 
grants are of federal funds to the several 
states to be expended by the states under 
state laws. To qualify to receive such 
grants, under each title, a state must have a 
law meeting the specifications of the act 
and so approved by the Social Security 
Board. Hence, a fair measure of uniformity 
in such, state laws may be anticipated.
For the current fiscal year the federal 
appropriation for the purposes of these 
grants to the states is some $97,000,000. 
Yet the law makes no provision for any 
taxes for any of these special purposes. 
The significant observation here is that
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funds for these grants are to come from the 
general treasury, from funds provided 
either by general taxation or by the taxes 
with respect to federal old age benefits.
Let us carefully distinguish at this point 
between the old age assistance embraced 
within the group of grants to the states on 
the one hand and the federal old age bene­
fits on the other hand. The old age as­
sistance of which we now speak refers to 
money payments to be made by the several 
states to needy aged within those states. 
Such assistance by the states is to be gov­
erned by the laws of the several states, de­
termined by the need of the recipient. The 
federal old age benefits on the other hand 
are payable only to those who shall have 
contributed and then in greater or less pro­
portion to the amounts of their contribu­
tions.
Unemployment Compensation Benefits
So much for grants to the states. We 
pass now to the second of the three major 
divisions into which we have grouped the 
various titles of the Act. This second divi­
sion is unemployment compensation.
Here again the federal government does 
not provide for any benefits to be paid di­
rectly by it to any individual. Unemploy­
ment benefits are to be paid by the several 
states to the individuals becoming entitled 
thereto. W hat those benefits shall be and to 
whom they shall become payable are sub­
jects for which we shall search the federal 
statute without result. Except to define in 
broad outline the general terms to be ob­
served by the state statutes, the federal act is 
silent on these points. Accordingly, if the 
State of Iowa (to use it for illustrative 
purposes) has no unemployment compen­
sation law (as it has not now) then no em­
ployer and no employee and no one else in 
Iowa whether individual or public body 
will receive a single dollar from the com­
pensation title of the Social Security Act. 
Notwithstanding such absence of benefit, 
every employer in Iowa employing eight or 
more, as defined in the Act, will neverthe­
less be obliged to pay to the federal govern­
ment the tax on employers of eight or more 
under title IX  of the federal act. As to 
states having an unemployment compensa­
tion law, approved by the Social Security 
Board, the board shall determine the
amounts of the grants to be paid from the 
federal treasury to such states. Such 
amounts shall be based on the population of 
the state, the number of persons covered by 
the state law, the cost of proper administra­
tion, and such other factors as the board 
finds relevant. Then payment is to be made 
by the Secretary of the Treasury to the 
state agency administering the state law, 
to be paid by the state agency to the indi­
viduals entitled to participation therein 
under the law of the state.
The federal act recites seven provisions 
to which the state law must conform to en­
title the state to participation in the federal 
funds. One of those requirements is the 
“payment of all money received in the un­
employment fund of such state, imme­
diately upon such receipt, to the Secretary 
of the Treasury to the credit of the un­
employment trust fund.” Another of those 
provisions is the “expenditure of all money 
requisitioned by the state agency from the 
unemployment trust fund, in the payment of 
unemployment compensation, exclusive of 
expenses of administration.”
Further requirement is that no compen­
sation shall be payable for unemployment 
occurring within the first two years of the 
period for which the state law exacts con­
tributions. Employers making payments to 
an unemployment fund under a state law, 
duly approved, may take credit therefor up 
to 90% of the federal tax. State laws may 
disregard the limitations against inter­
ference with interstate commerce.
The unemployment trust fund, previously 
mentioned, is created. Moneys deposited by 
the states shall be held therein. Except as to 
the 90% credit above mentioned, there is 
no necessary relation between the amount 
of the grant to a state and the amount de­
posited by that state and the amount of the 
contributions of the employers in such 
state. Grants are measured by needs; con­
tributions are measured by payrolls.
Tax on Employers o f 8 or More
The funds for such grants to the states 
for unemployment compensation are to 
come from the general federal treasury. As 
I have said, I propose to relate, although the 
statute does otherwise, the benefits and the 
taxes. These funds are no doubt to come 
from the tax on employers of eight or more.
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This is the feature of the act of the most 
immediate interest to business . . . the excise 
tax on payrolls. It is now in effect. It has 
been in effect since January 1, 1936. The 
first return is due on or before January 31, 
1937 for the calendar year 1936.
For the calendar year 1936 the tax is 
1% ; for the year 1937 it is to be 2 % ; and 
for each calendar year thereafter 3%. The 
tax is based on the total wages payable by 
every employer during such year, limited as 
follows:
The measure of the tax is the total wages 
payable for the year, regardless of the time 
of payment. Thus accrual and not payment 
is the test.
The term “employer” does not include any 
person unless on each of some twenty days 
during the taxable year, each day being in 
a different calendar week, the total number 
of individuals who were in his employ for 
some portion of the day (whether o r not 
at the same moment of time) was eight or 
more.
It is to be remembered that under the 
definitions of title X I the term “employee” 
includes an officer of a corporation.
The term “wages” means all remunera­
tion for employment including the cash 
value of all remuneration paid in any me­
dium other than cash.
The term “employment” means any ser­
vice of whatever nature performed within 
the United States by an employee for his 
employer (hence excluding those who are 
self-employed, members of partnerships, in­
dependent contractors, professional ser­
vices, and all other legal relationships not 
of the employee-employer type), excluding 
also the following:
Agricultural labo r; domestic service in a 
private home; service in the employ of the 
United States or of an instrumentality of 
the United S ta tes; service in the employ of 
a state, a political sub-division thereof, or 
an instrumentality thereo f; service in the 
employ of certain organizations no part of 
the net earnings of which inures to the 
benefit of any private shareholder or indi­
vidual ; service on certain vessels; service 
in the employ of a son, daughter or spouse; 
and service by a child under 21 in the em­
ploy of a parent.
As stated, employers making payments to 
an unemployment fund under a duly ap­
proved state law shall receive credit against 
this federal tax for the amount of such pay­
ments to the state fund, up to 90% of the 
federal tax. W ithin the 90% limit special 
provisions are also made for experience 
credits and reserve fund and pooled guar­
anty fund credits.
This tax (unlike that relating to the fed­
eral old age benefits) attaches to wages paid 
for casual labor, and to employees over 65 
years of age, and to the full amount of 
wages (not being limited to $3,000 per 
year). Thus the entire amount of compen­
sation paid to an officer of a corporation 
must be included in the total of wages sub­
ject to this tax.
Federal Old-Age Benefits
We come now to the third of our three 
major divisions of the Act . . . the federal 
old-age benefits and the taxes with respect 
to employment. However, as stated, there 
is no necessary relation between the benefits 
and the taxes since the taxes are not ear­
marked to build up the fund.
The taxes are paid into the general treas­
ury and are in an amount in excess of the 
needs of the pension fu n d ; the pension fund 
is designated in the law as the old-age re­
serve account; that excess will provide the 
funds for the various grants to the states 
(other than for unemployment compensa­
tion). The old-age reserve account on the 
other hand will be built up independently 
out of treasury appropriations on an actu­
rial basis somewhat similar to life-insurance 
reserves.
These federal old-age benefits are the only 
payments provided for by the Act to be 
made directly by the federal government to 
the individual. Benefits do not begin until 
January 1, 1942. Then to qualify an indi­
vidual m ust be at least 65 years old, have 
received total wages of at least $2,000 after 
January 1, 1937 and before becoming 65, 
and received wages on some 5 days after 
January 1, 1937 and before age 65, each 
day being in a different calendar year; if 
regularly employed during any part of any 
month after becoming 65, benefits for such 
month are forfeited. Otherwise, benefits 
continue each month until death. The 
amount of benefits depends on the amount 
of wages earned after January 1, 1937 up 
to age 65. The minimum monthly benefit
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is $10 and the monthly maximum is $85. 
To be entitled to the monthly maximum of 
$85, one must be steadily employed from 
age 22 to age 65 at an annual salary never 
less than $3,000 in any one year.
The act provides for a guaranteed refund 
to the employee or his estate of 3½% of the 
wages received after January 1, 1937, in 
monthly benefits or in a lump sum if the 
amount is small or if death intervenes.
The term “wages” within the meaning of 
this title is all remuneration for employment 
in cash or otherwise, excluding the amount 
in excess of $3,000 paid in any calendar 
year to an individual by an employer. It 
means wages actually paid and not merely 
payable.
The term “employment” means any ser­
vice performed within the United States by 
an employee for his employer excluding as 
in the case of unemployment compensation, 
agricultural labor, domestic service in a pri­
vate home, service in the employ of the 
United States or of an instrumentality of 
the United States, service in the employ of 
a state, a political sub-division thereof, or 
an instrumentality thereof, and service in 
the employ of certain organizations no part 
of the net earnings of which inures to the 
benefit of any private shareholder or indi­
vidual, and service on certain vessels, but 
unlike the unemployment compensation tax, 
this tax excludes also casual labor not in 
the course of the employer’s trade or busi­
ness and excludes also service performed by 
an individual who has attained the age of 
65 and, as stated, excludes also the amount 
of compensation beyond $3,000 in any calen­
dar year.
Railroads Excluded
The Railroad Retirement Act of 1935, 
approved August 29, 1935, provides in Sec­
tion 15:
“The term employment as defined in sub­
section B of Section 210 of Title II of the 
Social Security Act shall not include service 
performed in the employ of a carrier as de­
fined in sub-division A of Section 1 of the 
Railroad Retirement Act of 1935.”
Tax law to make provision for the Rail­
road Retirement funds was enacted on Au­
gust 29, 1935, providing for an excise tax 
upon carriers and an income tax upon their
employees, being 3½% on each, employer 
and employee.
Taxes with Respect to Employment
Proceeding now to the taxes related to the 
federal old-age benefits:
Using the definitions of wages and of 
employment just recited, this tax is in addi­
tion to all other taxes; it is levied on both 
employee and employer. Employers must 
pay the tax  on employers of eight or more 
related to unemployment compensation pre­
viously discussed and must also pay this tax. 
The tax is measured by the amount of wages 
paid during the calendar year. The rate is 
the same as to both employer and employee, 
being as follows, as to each:
For the calendar years 1937, 1938, and 
1939, 1% per y ea r; for the succeeding three 
years 1½ % per year; for the three years 
following, 2% per year; for the three years 
thereafter 2½% per year, and for each 
calendar year beginning January 1, 1949, 
3% per year. Thus in 1949 the total taxes 
with respect to wages laid by the Social 
Security Act will be 9% per year, being 3% 
with respect to unemployment compensa­
tion, plus 3% on the employer with respect 
to old-age benefits, plus 3% on the em­
ployee.
The tax on the employee must be collected 
by the employer by deducting the same 
from wages as and when paid. The em­
ployee is not permitted to take such tax as a 
deduction in computing his net income for 
income tax purposes. No tax is payable 
either by employee or employer with respect 
to the amount of an individual’s annual 
wages above $3,000. W e note again that the 
term employee includes an officer of a cor­
poration.
As stated, these taxes are not earmarked 
to build up the old age account; they are to 
be paid into the treasury of the United 
States as internal revenue collections. The 
taxes shall be collected by the Bureau of 
Internal Revenue. The first taxable year is 
the calendar year beginning January 1, 1937. 
New collection devices may come into being, 
for it is provided that the tax shall be col­
lected either by making and filing returns, 
or by stamps, coupons, tickets, books, or 
other reasonable devices or methods.
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General Provisions 
The administration of the Act is in general 
vested in the Social Security Board, created 
by the Act. The board is composed of three 
members, appointed by the President with 
the advice and consent of the Senate, for 
terms of six years, salary at the rate of $10,­
000 per year per member, no member to 
engage in any other business, vocation, or 
employment.
Significant, as forecasting modifications 
of the law, is the provision imposing on the 
board the “duty of studying and making 
recommendations as to the most effective 
methods of providing economic security 
through social insurance, and as to legisla­
tion and matters of administrative policy 
concerning old-age benefits, unemployment 
compensation, accident compensation, and 
related subjects.”
Related to that duty in its import is the 
provision that “The right to alter, amend, 
or repeal any provision of this act is hereby 
reserved to the Congress.” Thus, Congress 
may at any time, guided by the recommen­
dations of the board or moved by other con­
siderations, change the complexion of the 
law in whole or in part.
Official Rulings 
Except for Regulations 90 (to be men­
tioned further), there have been but two 
official rulings under the A c t:
Ruling No. 1 sets out the penalties of fine 
and imprisonment for misrepresentation 
concerning the taxes imposed by the A c t: 
“Any person, as defined in section 1101
(a )3 of the Social Security Act, who makes 
any statement, written or oral, intended or 
calculated to lead any person to believe that 
any part of the price for which an article is 
sold or leased, or offered for sale or lease, 
consists of a tax imposed under the Social 
Security Act, knowing that the statement is 
false or that the amount so represented as 
the tax is greater than the amount o f tax 
actually paid or payable as such, is subject, 
upon conviction, to the penalties provided 
for in section 1123 of the Revenue Act of 
1926.”
Ruling No. 2 states that neither the un­
employment tax nor the old-age benefits tax 
is applicable to employees of a lighting plant, 
water works, or cemetery owned and op­
erated by a city. The point is that govern­
ment employees are excluded without dis­
tinction between those engaged in functions 
of a governmental nature and those engaged 
in functions of a proprietary nature.
Regulations 90 
The only regulations thus far issued 
under the Act are Regulations No. 90. 
These regulations have reference only to 
Title IX  of the Act, which is the title impos­
ing taxes with respect to unemployment 
compensation.
Regulations 90 are a substantial booklet 
of some seventy pages. For the most part, 
they are merely a restatement of the Act 
itself, together with a copy of those provi­
sions of the Revenue Act of 1926 and other 
federal laws relating to returns, assessments, 
collections, penalties, etc., which are by ref­
erence in the Social Security Act made a 
part of that Act.
Permit me to invite your notice to three 
portions of the regulations, these three 
being, in my view, the only significant inter­
pretations of the Act contained in those 
regulations:
The first appears on page 5, defining the 
employer-employee relationship. From the 
brief quotation that follows, you will recog­
nize those delicate problems of interpreta­
tion with which the American bar has be­
come familiar under the W orkmen’s Com­
pensation Acts of the several states:
“W hether the relationship of employer 
and employee exists, will in doubtful cases 
be determined upon an examination of the 
particular facts of each case.
“Generally the relationship exists when 
the person for whom services are performed 
has the right to control and direct the indi­
vidual who performs the services, not only 
as to the result to be accomplished by the 
work but also as to the details and means 
by which that result is accomplished. That 
is, an employee is subject to the will and 
control of the employer not only as to what 
shall be done but how  it shall be done.”
Page 15, article 211 (2) provides with 
respect to the 90% credit against the federal 
unemployment compensation tax : “The 
contributions must have been actually paid 
into the State unemployment fund before 
the date on which the return for the calendar 
year is required to be filed.”
Page 21, article 307 provides for the
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records required to be kept by the taxpayer. 
Enterprising stationers, bent on disposing 
of their wares, have sought to alarm the 
public into the belief that the record-require­
ments under the Act are both difficult and 
extensive, and that their particular product 
provides the surest avenue of escape from 
the dilemma. The regulations dispel that 
illusion and state with clarity the points of 
tact which adequate records should make 
available.
The Operation o f the Act
Having thus examined the provisions of 
the Act in some detail, may we now step 
back and inquire as to its probable operation. 
First, from the individual standpoint:
That it is not a program for providing 
easy comfort for the declining years of all 
or any of our citizens is readily demon­
strable. Nor is it a national insurance pro­
gram in the sense in which we are accus­
tomed to view either life insurance or an­
nuities. W hy ? The maximum old-age ben­
efit is $85.00 per month. To entitle one 
thereto, the minimum requirement is to be 
employed regularly from the age of 22 to 
the age of 65 at a salary of not less than 
$3,000.00 in any one year. Very few will 
ever attain the maximum of $85.00, modest 
though that is. At what cost? When the 
regular rate of 6%  becomes effective, (3% 
on employee and 3% on employer), the an­
nual tax for the maximum is $180.00; an 
annuity of $180.00 for 43 years (from  age
22 to age 65) at 3% is $15,387.10. That is 
what the tax payments will be worth at age 
65. Against that, the Act guarantees a re­
fund of only $4,515.00 (3½% of $129,­
000.00, which is $3,000.00 per year for the 
43 years). The life expectancy of a man 
at age 22 is only 41 years; hence the guar­
anty of $4,515.00 is all that may reasonably 
be expected for the investment of $15,­
387.10.
Assuming, however, that age 65 is at­
tained, the life expectancy is then 11 years, 
whereas it would require 16 years of life to 
receive the entire $15,387.10. The insurance 
companies today (with profit to themselves) 
will sell you, for $15,000.00, an annuity that 
will pay you more than $90.00 per month, 
and at the same time guarantee to refund 
to you or your estate total benefits of not 
less than the $15,000.00 (all these figures
being on the age 65 basis), as compared with 
the guaranty of only $4,515.00 under the 
Act.
W hat is the reason for this very substan­
tial cost in excess of actuarial requirements ? 
Obviously, it is to provide the funds for the 
other purposes of the Act . . . grants to the 
states for old-age assistance, aid to depen­
dent children, maternal and child welfare, 
public health work, and aid to the blind. 
The benefits are to flow not only to those 
who contribute, but also to those who do 
not. For instance, persons not eligible for 
federal old-age benefits are nevertheless 
eligible for state old-age assistance in sub­
stantially the same amount monthly. Where 
federal benefits amount to less than state 
assistance, the recipient of the federal ben­
efit is not barred from relief from the state 
to the extent of the deficiency.
The picture has another side. There are 
two types of cases where the contributor 
will derive federal benefits out of all propor­
tion to the amount of his contribution: the 
small wage-earner and those employees who 
are already advanced in years. These two 
groups profit at the cost of the other two 
groups—the younger and the higher sal­
aried. The line of demarcation occurs be­
tween $1,500 and $1,600 per year.
Passing now from the specific to the gen­
eral body politic: it is estimated that, be­
cause of exemptions and other limitations, 
the Act will bring within its scope only some
23 millions of workers out of some 48 mil­
lions—thus reaching approximately only 
half the population.
W hat price, in dollars, is to be paid for 
the social security contemplated as within 
the scope of this program, state and federal 
combined? It is reliably estimated that the 
annual cost in 1980 may amount to more 
than 7 billions of dollars, computed as 
follows:
State grants program ......... $ 150,000,000
Unemployment compensa­
tion program ...................  1,000,000,000
Federal old-age benefit pro­
gram ................................  3,180,000,000
State old-age assistance. . . .  2,520,000,000 
A dm inistration ...................  225,000,000
Total, before allowance
for contingencies . . $7,075,000,000 
Contemplation of the year 1980 projects
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us nearly half a century into the future. 
What, in 1890 (half a century ago), was 
the state of our knowledge of the conditions 
to obtain in 1936? Speaking in terms of 
1980, what will be the wealth of the United 
States, what its public debt, what its na­
tional income, what the relative value of a 
dollar ? Passing the unknown and unknow­
able, may we examine the conflict of opinion 
on the social, economic, political, and legal 
aspects of the Act.
Social, Economic and Political Aspects
Let us hear first from the proponents of 
the Act:
In his message of January 17, 1935, rec­
ommending legislation on economic secur­
ity, the President made the following state­
ment:
“An unemployment compensation system 
should be constructed in such a way as to 
afford every practicable aid and incentive 
toward the larger purpose of employment 
stabilization. This can be helped by the in­
telligent planning of both public and private 
employment. I t  also can be helped by cor­
relating the system with public employment, 
so that the person who has exhausted his 
benefits may be eligible for some form of 
public work. * * * Moreover, in order to 
encourage stabilization of private employ­
ment, Federal legislation should not fore­
close the states from establishing means for 
inducing industries to afford an even greater 
stabilization of employment.”
The problem of the Old-Age Program for 
the United States is stated in House Report, 
No. 615, 74th Congress, first session, pages 
3-4, as follows:
“There are now approximately 7,500,000 
men and women over 65 years of age in the 
United States, and for decades the number 
and percentage of old people in the popula­
tion have been increasing. This tendency is 
almost certain to continue throughout the 
century. Statisticians estimate that by 1970 
there will be 15,000,000 people over 65 years 
of age and by the end of the century about 
19,000,000. In contrast with less than 6 per 
cent of the entire population now over 65, 
more than 10 per cent will fall in this age 
group in 1970, and above 12 per cent by the 
end of the century. These, moreover, are 
minimum estimates, which may be greatly
exceeded if cures are discovered for the 
major causes of death among old people.”
The following is quoted from the report 
to the President by the committee on eco­
nomic security, January 15, 1935, page 29: 
“It is only through a compulsory, contribu­
tory system of old-age annuities that the 
burden upon future generations for the sup­
port of the aged can be lightened. W ith an 
increasing number and even more rapidly 
increasing percentage of the aged, the cost 
of supporting old persons will be a heavy 
load on future generations regardless of any 
legislation that may be enacted. Pensions 
sufficient for a decent subsistence for all of 
the aged who are dependent upon the public 
for support are approved by the overwhelm­
ing majority of the people of this country. 
In order to reduce the pension costs and also 
to provide more adequately for the needs 
of those not yet old but who will become old 
in time, we recommend a contributory an­
nuity system on a compulsory basis, to be 
conducted by the Federal Government.”
Upon signing the Social Security Act at 
Washington, D. C., on August 14, 1935, the 
President said :
“Today a hope of many years standing 
is in large part fulfilled. The civilization of 
the past hundred years with its startling in­
dustrial changes, has tended more and more 
to make life insecure. Young people have 
come to wonder what would be their lot 
when they came to old age. The man with 
a job has wondered how long the job would 
last.
“This social security measure gives at 
least some protection to thirty million of our 
citizens who will reap direct benefits through 
old-age pensions and through increased ser­
vices for the protection of children and the 
prevention of ill health.
“W e can never insure one hundred per 
cent of the population against one hundred 
per cent of the hazards and vicissitudes of 
life but we have tried to frame a law which 
will give some measure of protection to the 
average citizen and to his family against the 
loss of a job and against poverty-ridden old 
age.
“This law, too, represents a corner-stone 
in a structure which is being built but is by 
no means complete—a structure intended to 
lessen the force of possible future depres­
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sions, to act as a protection to future Ad­
ministrations of the Government against 
the necessity of going deeply into debt to 
furnish relief to the needy—a law to flatten 
out the peaks and valleys of deflation and 
of inflation—in other words, a law that 
will take care of human needs and at the 
same time provide for the United States 
an economic structure of vastly greater 
soundness.
“I congratulate all of you ladies and gen­
tlemen, all of you in the Congress, in the 
executive departments and all of you who 
come from private life, and I thank you 
for your splendid efforts in behalf of this 
sound, needed and patriotic legislation.
“If the Senate and the House of Repre­
sentatives in this long and arduous session 
had done nothing more than pass this bill, 
the session would be regarded as historic 
for all time.”
My final quotation from the proponents 
of the Act is from an article by John G. 
Wynant, Chairman of the Social Security 
Board, pages 26 and 27 of the Annals o f 
the American Academy of Political and So­
cial Science for May, 1936:
“The provision—a social security ade­
quate to the needs of modern life—sets a 
creative problem for government.”
“To set social security down as an issue 
of conflicting jurisdictions is to confuse the 
problem. It is a m atter of concern to the 
federal government, the state government, 
and the local government. The real ques­
tion is the part which each can most effec­
tively take in a program for safeguarding 
a people against destructive hazards of 
modern life.”
“W e are only at the beginning of our 
experience in social security legislation in 
the United States, with limited knowledge 
and a difficult problem. There is no final­
ity either in the Act or in our plans for its 
administration.”  
In summary, perhaps we may say that 
the case for the proponents of the Act 
comes to th is : the needs of old age, unem­
ployment, dependent children, and the 
other objectives embraced within the scope 
of the Act pose an unavoidable social prob­
lem of increasing urgency and magnitude. 
Meet it we must, whether by this or other 
legislation or otherwise. W e have coped
with it in the past, albeit inadequately. The 
present program constitutes not an added 
cost, but merely a redistribution of cost. 
Systematic provisions supplant sporadic re­
lief ; a national plan displaces local devices ; 
a compulsory arrangement removes the 
need for voluntary contributions. The 
basic philosophy of the Act is to provide 
social security for all by paying from the 
public purse the barest sustenance to all 
who need it. Those who can pay, while 
they can, shall provide for those who need. 
In an economic regime where frontiers 
have vanished, paternalism, in a measure, 
replaces the rugged individualism of the 
pioneer. Concededly, it is an experiment, 
but a noble one. W e in America have come 
to it, not by choice, but by necessity. It is 
not a cure-all, but some mitigation of some 
of the m ajor economic contingencies of 
life. W e are reminded that when the 
American Constitution itself was adopted, 
it was recognized as a noble experiment 
whose wisdom or unwisdom were for a 
long time balanced in doubt. Americans 
are not unaccustomed to self-imposed re­
straints, rendered necessary by our eco­
nomic and social development: witness the 
Interstate Commerce Act of 1887 and the 
Sherman Anti-Trust Act. The concept of 
liberty as distinguished from that of anar­
chy in itself contemplates the acceptance 
of restraints for our own greater good, for 
the preservation of liberty itself.
The Opposing Views
Now let us give the opposition their day 
in cou rt:
I shall begin with no less a personage 
than Judge William L. Ransom, President 
of the American Bar Association. Quot­
ing from pages 174 and 175 of his article 
in the May, 1936, issue of the Annals o f 
the American Academy o f Political and So ­
cial Science:
“Now it is proposed by some to substitute 
a new social structure, a reconstruction of 
society, and to eliminate for the most part 
the profit motive and the ambition and ac­
quisitiveness of the individual, as social 
and economic forces, all in favor of some 
concept of the welfare and prosperity of 
the people as a whole. Individual thrift
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and saving are to be discouraged, and 
existing accumulations taken away. P ri­
vate charities, private schools and colleges, 
private benevolences and eleemosynary in­
stitutions, and many good causes which de­
pend on private benefaction are to be stran­
gled through the absorption of the resources 
of their donors, in the guise of taxation.
“W hatever accumulations and reserves 
are necessary to be made for old age, sick­
ness, unemployment, or dependents, are to 
be made by government or by quasi-public 
institutions under strict governmental con­
trol and compulsion. The ability of industry 
under private ownership to maintain itself 
through periods of depression or to sur­
mount great losses by fire, flood, or other 
disaster is to be crippled through govern­
mental appropriation of necessary reserves. 
The ability of private industry to absorb 
unemployment is to be taken away by taxa­
tion, and ‘the capitalistic system’ then re­
proached and denounced for its inability to 
do more.
“Private ownership and enterprise are to 
be supplanted with nobler visions of wider 
social planning. Whole regions of territory 
and the lives of thousands of people are to 
be transformed according to the beneficent 
plans of central government. Everything a 
man could want, as government sees it, is to 
be supplied to some men at the expense of 
many. The new art in government appears 
to be to promise and to give sufficient quan­
tities of other people’s money to a number 
of people sufficiently large to form a safe 
and subservient working majority at the 
polls. The pretense, at first maintained, that 
this is done for the general good, is aban­
doned as tending to destroy the political effi­
cacy of such a redistribution of wealth by 
government.”
Other writers have made other criticisms: 
it is said that the law promotes not the gen­
eral welfare, but rather the welfare of se­
lected classes; that the Act is cumbersome, 
requiring for its efficient operation action 
by the several states; that it is limited in 
scope, because of exemptions eliminating 
some 23 millions of workers out of 48 mil­
lions; that the 10 to 14 millions of unem­
ployed are excluded from the federal old- 
age benefits p lan ; that the burdens fall ulti­
mately on the workers, either in decreased
wages or in reduced buying-power by rea­
son of the increased level of prices that the 
high taxes will cause; that the tax burden 
falls most heavily on those industries where 
labor costs constitute the largest proportion 
of total costs.
The charge persists that the plan is un- 
American, bureaucratic, paternalistic, so­
cialistic. Eric A. Camman, writing in The 
Journal o f Accountancy for April, 1936, 
puts this point in these w ords:
“Suppose at some future time that we 
should develop a national yearning for the 
advantages of a socialistic state. W hat a 
wonderful start we should have with the 
establishment of 10,000 federal administra­
tive offices, a national pool of 50 billion dol­
lars and a part of the population inured to 
the benefits that will emanate from the state. 
The notion is probably visionary.”
We have noted the argument of the advo­
cates of the Act that it imposes no added 
costs but merely provides for a redistribu­
tion of our relief costs. To this the answer 
is made that the inevitable tendency of the 
Act is to develop in our social body a group 
that learns to lean on government and to 
destroy their own self-respect, self-reliance, 
and independence, to become chronic depen­
dents upon relief, and so augment the relief 
problem.
Let us note, finally, a contention against 
the federal old-age benefits plan as enacted. 
In this contention we find friends of the 
principles of the Act joining with the op­
position in their objection. This refers to 
the building-up of the Old-Age Reserve 
Account into an enormous reserve or pool, 
estimated at 47 billions of dollars by the 
year 1980. The President’s committee rec­
ommended a pay-as-you-go plan, which was 
discarded by the Congress in favor of the 
reserve method. The reserve plan imposes, 
during the next 40 years, a needlessly severe 
burden of tax es; and the gigantic financial 
pool is deplored as economically and fiscally 
unsound and as presenting perilous political 
possibilities.
May I suggest, not so much in itself as an 
objection to the Act, but rather as an inci­
dental problem which probably is destined 
soon to receive increasingly careful study 
by the Bar, the predicament of the small 
corporation. W e have observed that the
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compensation of the business man who is 
self-employed and the compensation of 
members of a co-partnership are free of tax 
under this Act, because such compensation 
is not within the definition of wages. A 
business of the same magnitude, conducted 
in corporate form, will have its owners’ com­
pensation subjected to these taxes, at the 
rate, eventually, of 9%. When that is added 
to the already heavy burden of corporate 
taxes, and to the proposed increases thereof, 
and to the ever-growing demands for cor­
porate reports and other restrictions, we 
may well contemplate the advisability of 
converting some small close corporations 
into co-partnerships or individual proprie­
torships. The point is accentuated when it 
is noted that the officers of a corporation are 
to be counted in the number to arrive at the 
requirement of eight or more employees for 
the purposes of the unemployment-compen­
sation tax liability, while the individual 
proprietor or the members of a firm are not 
so counted.
Constitutionality 
W e come now to the last branch of our 
inquiry, to touch but briefly and in outline 
the constitutional questions involved.
The arguments advanced in favor of the 
Act, drawn largely from the brief of the 
Attorney General of the United States, are 
these:
The Act simply imposes income and ex­
cise taxes. Income taxes are valid under the 
16th Amendment. Excise taxes are valid 
under Article I, Section 8, clause one, sub­
ject only to the rule of uniformity.
Support is further found in the follow­
ing cases, holding among other things that 
uniformity need be merely geographic: 
Brushaber vs. Union Pacific, 240 U. S. 1 
Billings vs. U. S., 232 U. S. 261, 282 
U. S. vs. Doremus, 249 U. S. 86, 93 
Court will not examine motives behind a 
taxing act and therefore will not relate the 
tax to the benefits but will construe the titles 
separately.
Veazie Bank vs. Fenno, 8 Wallace 533 
(bank notes by states)
McCray vs. U. S., 195 U. S. 27, 59 
(oleo tax)
U. S. vs. Doremus, 249 U. S. 86 (H ar­
rison Narcotic)
Magnano vs. Hamilton, 292 U. S. 40,
47 (4 /2 /3 4 ) (State of Washington 
oleo tax)
The 90% credit for state tax is valid : 
Florida vs. Mellon, 273 U. S. 12 (In ­
heritance Tax Credit)
Appropriations in the past have been up­
held for sundry public and private purposes, 
such as boll weevil, fruit fly, San Francisco 
earthquake, agricultural colleges, etc., and 
neither taxpayer nor state can question the 
Congressional power to spend:
Massachusetts vs. Mellon, 262 U. S. 
447, 486.
It is significant to note that the Attorney 
General does not in his brief rely on the 
general welfare clause.
The grants in aid to the states are prob­
ably valid as within the spending power, 
particularly since the Act provides for no 
taxation for those ends:
Massachusetts vs. Mellon, 262 U. S. 
447, 486.
The regulation under the unemployment 
compensation title is to be by the states, not 
by the federal government.
Another argument in favor of the Act is 
said to be that it is a proper exercise of Con­
gressional power under the money power 
and the gold clause case, protecting the fed­
eral treasury against the need of providing 
enormous sums for relief as in the past few 
years.
Opposing Arguments
The opponents of the Act rely, in their 
constitutional attack, on the following 
points:
The tax titles and the benefit titles must 
be construed together:
U. S. vs. Butler, 56 S. Ct. 312
The Act is not a true taxing act but is 
actually regulation of subjects not within 
the competence of Congress, and hence an 
invasion of the police power and the rights 
reserved to the states under the 10th amend­
ment :
U. S. vs. Butler, 56 S. Ct. 312 
Child Labor Tax Case, 259 U. S. 20 
Hill vs. Wallace, 259 U. S. 44 (grain 
exchange case)
Hammer vs. Dagenhart, 247 U. S. 251 
(anti-child labor, interstate com­
merce regulation case)
The Act may also involve an unlawful
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delegation of legislative power.
Panama Refining Company vs. Ryan, 
293 U. S. 388 (H ot oil case) 
Schecter vs. U. S., 55 S. Ct. 835 (N R A  
case)
The Act may also constitute an unlawful 
restraint upon intrastate business within the 
meaning of the Schecter case, and also a de­
nial of due process within the meaning of 
that case and the 5th Amendment.
Thus it would seem that the points of 
combat selected are in the main four in 
num ber:
(1) W hether or not the taxes and the 
benefits may be segregated and construed 
independently or whether they must stand 
or fall together.
(2) W hether or not these taxes are truly 
taxation or whether they are regulation.
(3) W hether or not there is an invasion 
of the reserved rights of the states, to which 
the power of Congress to lay taxes for the 
general welfare is subject.
(4) Assuming provisionally that the 
Congressional power of appropriation and 
expenditure is unlimited, may that power be 
exercised through taxation for the ends 
sought.
May we test those four questions in the 
light of two recent decisions of the United 
States Supreme Court ?
In  the Railroad Retirement case, Rail­
road Retirement Board vs. Alton Railroad 
Company, 55 S. Ct. 758, the opinion was 
rendered on May 6, 1935, in a 5 to 4 deci­
sion, the majority holding:
(1) The pooling and other arrangements 
are inconsistent with due process.
(2) “The act is not in purpose or effect 
a regulation of Interstate Commerce within 
the meaning of the constitution.” “It is an 
attempt for social ends to impose by sheer 
fiat noncontractual incidents upon the rela­
tion of employer and employee, not as a rule 
or regulation of commerce and transporta­
tion between the states, but as a means of 
assuring a particular class of employees 
against old age dependency.”
On the other hand, the minority opinion 
likens the pension plan to the workmen’s 
compensation acts. “Industry itself should 
bear its attendant risks.”
In the AAA case, United States vs. But­
ler, 56 Supreme Court 312, a 6 to 3 decision,
the majority held:
“The government in substance and effect 
asks us to separate the Agricultural Adjust­
ment Act into two statutes, the one levying 
an excise on processors of certain commodi­
ties ; the other appropriating the public 
moneys independently of the first. Passing 
the novel suggestion that two statutes en­
acted as parts of a single scheme should be 
tested as if they were distinct and unrelated, 
we think the legislation now before us is 
not susceptible of such separation and 
treatment.”
“The tax plays an indispensable part in 
the plan of regulation.”
“The statute not only avows an aim for­
eign to the procurement of revenue for the 
support of government, but by its operation 
shows the exaction laid upon processors to 
be the necessary means for the intended con­
trol of agricultural production.”
“It is inaccurate and misleading to speak 
of the exaction from processors prescribed 
by the challenged act as a tax, or to say that 
as a tax it is subject to no infirmity. A tax, 
in the general understanding of the term, 
and as used in the Constitution, signifies an 
exaction fo r  the support o f the government. 
The word has never been thought to connote 
the expropriation o f money from  one group 
fo r  the benefit o f another.”
“We conclude that the act is one regulat­
ing agricultural production; that the tax is 
a mere incident of such regulation; and 
that the respondents have standing to chal­
lenge the legality of the exaction.”
“The government concedes that the phrase 
‘to provide for the general welfare’ quali­
fies the power ‘to lay and collect taxes.’ ”
“It results that the power of Congress to 
authorize expenditure of public moneys for 
public purposes is not limited by the direct 
grants of legislative power found in the Con­
stitution.
“But the adoption of the broader con­
struction leaves the power to spend subject 
to limitations.”
“W e are not now required to ascertain the 
scope of the phrase ‘general welfare of the 
United States’ or to determine whether an 
appropriation in aid of agriculture falls 
within it. Wholly apart from that question, 
another principle embedded in our Consti- 
( Continued on page 433)
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U n i f o r m  S y s t e m  o f  A c c o u n t s  f o r  
H o m e s t e a d  C o r p o r a t i o n s
by B oris B a iev sk y , C.P.A., Washington, D. C.
Part of a report prepared for the Resettlement Administration and published by its cour­
tesy and permission. Continued from June issue.
SKELETON JOURNAL ENTRIES FOR HOMESTEAD CORPORATIONS*
1. Organisation of the Corporation
M ISCELLANEOUS CHARGES ...............................  $1,000.00
CAPITAL STOCK ............................................ . $1,000.00
Recording subscriptions to 200 shares of capital 
stock at $5.00 each (or 10 shares at $100.00 each).
—The charges to the MISCELLANEOUS 
CHARGES Ledger account also will be posted 
to MISCELLANEOUS CHARGES and CRED­
ITS subsidiary ledger, Section B, in a sub-account 
entitled “SUBSCRIPTIONS TO CAPITAL 
STOCK.” In the subsidiary ledger sub-account, 
every name will be recorded with the amount of 
his subscription, in our case $5.00, against each of 
them, making a total of $1,000.00 in all.
2. Conveyance of Property to the Corporation
PROPERTY ...................................................................
NOTES PAYABLE ................................................
Conveyance of the property by the Government to 
the Corporation and the issuing by the Corporation 
of a Promissory Note for $100,000.00 accompanied 
by a mortgage on the property.
—Full details of the property will be given in 
PROPERTY subsidiary ledger, in separate sub-ac­
counts for each parcel of land making up the 
property. These sub-accounts are to give the 
acreage of each parcel and its value. The total 
acreage and value of all parcels of land should 
equal the total acreage and value of the property 
conveyed to the Corporation.
3. Leases of Land to Tenants
NOTES RECEIVABLE ............................................  $80,000.00
PROPERTY .............................................. .......... . $80,000.00
In return for the lease of a lot each tenant is to sign 
a Note Receivable to the Corporation for the amount 
of principal, that is, for the total value of the lot.
Each Note Receivable is also recorded in the 
respective sub-account of the HOM ESTEADERS’
ACCOUNTS subsidiary ledger in the column
* ( N o t e : The Journal (see Exhibit V) is that part of the Combined Journal and Ledger Book 
where the explanations are written. The Ledger is all the rest, that is, the accounts on either side 
of the Journal. Amounts referring to accounts which are written starting from the extreme left 
margin in the Journal space should be posted to the respective account columns found to the left 
of the Journal; amounts referring to accounts which are indented should be posted to the respec­
tive account columns found to the right of the Journal.)
$100,000.00
$100,000.00
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“Amount of Principal.” Each lot turned over to a 
tenant will be recorded in a PRO PERTY  subsidiary 
ledger in the sub-account of the parcel where the 
lot is located. The form of a sub-account of the 
PROPERTY subsidiary ledger may be as shown 
in Exhibit VII.
—A request for a Promissory Note is warranted 
because a tenant is expected to become a home­
steader and he receives not only a lease, but pos­
session of the lot.
E X H IB IT  VII
PRO PERTY  SUBSIDIARY LEDGER
PARCEL A
Date Description Acreage Am ount 
Description of the parcel with full details .............  325 $7,000.00
Lots Leased to Tenants:
Tenant A—Lot 1 (description of lot) ......................  10 $ 250.00
Tenant B—Lot 2 (description of lot) ....................... 12 370.00
Tenant C—Lot 3 (description of lot) ................. .. 8 240.00
Total of L ea ses .............................................................. 30 $1,360.00
B a l a n c e s  .........................................................................  295 $5,640.00
4. Operation o f the Corporation
The Corporation and the tenants will receive copies of 
the Schedule of Charges from the Management Division, 
in the first year at least, and the following entries will 
be made:
HOM ESTEADERS’ ACCOUNTS .........................  $1,000.00
AM ORTIZATION .................................................. $120.00
IN TER EST ............................................................ 280.00
DELINQUENCY RESERVE ............................. 80.00
MISCELLANEOUS CREDITS .........................  300.00
M A N A G EM EN T...................................................... 50.00
MAINTENANCE ....................................................  50.00
INSURANCE ............................................................ 20.00
TAXES .......................................................................  60.00
INDIVIDUAL C R E D IT S ....................................... 40.00
Charges for the month of .............................. 1936.
—The Schedule of Charges, Exhibit I, has the 
names of all tenants and amounts due from each 
of them for every group of charges. The HOM E­
STEADERS’ ACCOUNTS subsidiary ledger 
(Exhibit IV ) has an account for each member 
with a column for each charge.
—From the Schedule of Charges each amount 
standing against a member must be posted to the 
account of that member in the HOM ESTEAD­
ERS’ ACCOUNTS subsidiary ledger, in its re­
spective column; the amount for total charges for 
the month is posted in the column “Totals” ; then 
the amount in the column “Delinquency Reserve” 
is posted once more to the column on the extreme 
right headed “Balance in Delinquency Reserve.”
—This is done with every name on the Schedule 
of Charges until all are posted to the HOM E­
STEADERS’ ACCOUNTS subsidiary ledger.
—In the “Explanation” column of the HOM E­
STEADERS’ ACCOUNTS subsidiary ledger 
write the words “Charges for the month of
-----------------------.” All charges will be on the
same line as the explanation.
—First call for payment on subscription to capital
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stock will be included in the “Miscellaneous 
Charges” column in the Schedule of Charges. In 
our illustration these charges are to be included 
as $200.00. This $200.00 also will be posted to a 
sub-account “FIR ST CALL ON STOCK SUB­
SCRIPTIO N ” in Section “A” of the MISCEL­
LANEOUS CHARGES and CREDITS subsidi­
ary ledger. The difference between the two sub­
accounts SUBSCRIPTIONS TO CAPITAL 
STOCK and FIR ST CALL ON STOCK SUB­
SCRIPTIONS. will show the unpaid balance of 
stock subscriptions.
5. Payment o f Charges by Tenants (See Exhibit IV)
a CASH ..............................................................................  $1,000.00
HOM ESTEADERS’ ACCOUNTS .....................
This takes care of the case when the tenants pay 
the charges against them in full. The HOME­
STEADERS’ ACCOUNTS subsidiary ledger is 
opened and each amount is posted to each mem­
ber in the corresponding columns.
The amount in the “Amortization” column will also 
be posted in the “Amount of Principal” column in 
red (on the line “Payments”) indicating that this 
amount is to be deducted, thus reducing the balance 
of the amount of principal. The explanation will
be “Payment for the month of -----------------------.”
Then all columns will be underlined.
Against that new balance of principal write the 
word “Balances” in the “Explanation” column, 
because there also will be balances in the “Under­
payment” column (in this case there will be no 
balance) and in the “Balance in Delinquency Re­
serve” column, which has to be underlined and the 
amount brought down under the line to be on the 
same line as the new balance of principal.
The amortization paid by the members is deducted 
from the principal; this credit is represented by the 
AMORTIZATION account. When full payment is 
made, then in the column “Amount of Principal”
(if there are no arrears) there will be no balance.
Then all the credits which reduced the principal 
and have been recorded in the AMORTIZA­
TION account will equal the amount of the principal.
Only then entry 10 is made crediting NOTES RE­
CEIVABLE account.
b CASH ..............................................................................  $900.00
HOM ESTEADERS’ ACCOUNTS . ...................
This is a case when some members paid only a part 
or none of their charges. The procedure will be 
the same as above with the following exception:
Suppose a member paid up all charges except amor­
tization. (The amount paid by a member is applied 
to charges in columns running from right to left, 
therefore if not paid in full the deficiency will be 
reflected in the last column or columns on the left.)
After every column is posted and underlined there 
will be balances in two columns: “Underpayment”
(the difference between the amount charged and 
amount paid) and “Amortization.”
In the “Explanation” column write the words “Add- 
Underpayment” and post the amount of the under­
payment in the column “Amount of Principal.”
Underline that amount, then write in the “Explana­
tion” column the word “Balances,” bringing down 
the new balance of the principal (old balance less 
amortization plus underpayment) ; also show the
$1,000.00
$900.00
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amount of underpayment in the “Underpayment” 
column; underline the last column in the sheet and 
add the two amounts there (the balance from the 
last period and the contribution for the current pe­
riod) and bring the total under line. In this case 
there will be three balances: Amount of Principal; 
Underpayment; and Balance in Delinquency Re­
serve.
If the amount paid by a tenant is sufficient to cover 
only a part of the charges; for instance, only the 
amounts in the first seven columns from the right, 
then the charges for amortization and interest will 
not be paid and the total of these amounts will be 
added to the principal.
However, adding to the principal the entire amount 
of underpayment, consisting of unpaid amortization 
and interest actually adds to the principal the unpaid 
interest only, because the amortization is being de­
ducted every time whether paid or not; in other 
words, the amortization was deducted, then added 
(in the amount of the total underpayment), thus can­
celling the amortization and leaving only the amount 
of interest.
When a member does not pay his amortization he 
is not entitled to a credit in the AMORTIZATION 
account, which shows a reduction of this principal, 
therefore this credit, which is retained for uni­
formity’s sake, is represented by an additional en try :
MISCELLANEOUS CHARGES .............................  $100.00
HOM ESTEADERS’ ACCOUNTS .....................
Reversing the charge for amortization and charging 
amortization unpaid by the member in the sub­
account, UNPAID AMORTIZATION, in the M IS­
CELLANEOUS CHARGES and CREDITS sub­
sidiary, ledger, Section B.
However, the member does pay interest on the un­
paid portion of his amortization, because the balance 
of his principal has not been reduced, as would have 
been the case if he had paid in full, and he has to pay 
additional interest on an amount equal to the unpaid 
amortization.
CASH ..............................................................................  $1,100.00
HOMESTEADERS’ ACCOUNTS .....................
In this case the homesteaders paid more than the 
current charges in order to make good for underpay­
ments during the preceding periods.
Let us take for an example a tenant who had under­
paid $4.00 and now pays $4.00 more than the current 
charges (Exhibit IV—March) :
In such a case the procedure will be the same as in 
5a only there will be an amount of $4.00 in the 
“Underpayment” column. The explanation there will 
read “Overpayment” and therefore this $4.00 will be 
posted in red. When bringing down the balances 
there will be no balance in the “Underpayment” 
column. (There was an amount of $4.00; now there 
is an amount of $4.00 in red, which means that this 
amount should be deducted from the previous bal­
ance, thus leaving no balance at all.)
The entry made in 5b will be reversed as follows:
HOM ESTEADERS’ ACCOUNTS ......................... $100.00
MISCELLANEOUS CREDITS ...........................
In our illustration, in HOM ESTEADERS’ AC­
COUNTS subsidiary ledger, the overpayment is
$100.00
$1,100.00
$100.00
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$4.00, of which $3.00 constitutes amortization (as 
shown in the entry for the preceding period) 
now paid. The overpayment, $4.00, also will be 
posted in the “Amount of Principal” column, in red.
These deductions (see Exhibit IV—M arch)—first 
deduction of $3.00 for the current month and second 
deduction for amortization during the preceding 
period now paid—will correspond to the credits in 
the AM ORTIZATION account.
c-1 Should the member pay less than the entire amount 
of his deficiency, for instance, $3.00 only, then the 
amount of this overpayment will be applied first to 
interest delinquency, $1.00, leaving $2.00 to be applied 
against delinquency for amortization, reducing the 
amount of the principal by a total of $3.00.
The entry will be :
CASH ............................................................................... $1,080.00
HOM ESTEADERS’ A C C O U N T S.......................
M ISCELLANEOUS C R E D IT S .............................
or, in the case of our illustration, the account of the 
member in M ISCELLANEOUS CREDITS account 
will be credited only with $2.00.
The basis for calculation of interest will be the 
balance of the principal.
d CASH ............................................................................... $1,050.00
HOM ESTEADERS’ ACCOUNTS .......................
This is a case where the tenants pay more than the 
charges against them, but there have been no 
delinquencies.
In this case the excess payment, for instance, $5.00, 
by a certain member (Exhibit IV—April) will be 
recorded in the “Underpayment” column, in red or 
circled, with the explanation “Overpayment.”
This overpayment will be distributed to charge col­
umns starting from the righ t; all these amounts 
should be in red (of course, these red figures should 
equal the amount of the overpayment), thus showing 
a credit balance in these columns. During the next 
period (Exhibit IV—May) the charges will be 
recorded as usual: in each individual column the 
full amount, but the required payment will be less 
by the amount of overpayment during the preceding 
period, because the columns with credit balances in 
them require no money or only the difference between 
the amount of charge and amount of credit in a 
particular column. The money will be required for 
charges where there are no credit balances.
The overpayment and the amount to be paid will 
make up the total amount of current charges, while 
the amount of charges less the reduced amount of 
cash payments will work out as an underpayment.
The amount of this underpayment will be recorded 
in the “Underpayment” column in black and thus will 
cancel the red figure in that column, leaving no 
balance.
The total of all charges less amount of overpayment 
during the last period will give the amount payable 
in the “Totals” column.
This procedure will also apply in cases of taxes 
when the homesteader pays the amount as charged 
to him, but the actual taxes levied on his property 
come to a smaller amount.
The excess payment will be recorded as a credit to 
him in an entry such as follows:
$1,000.00
80.00
$1,050.00
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e T A X E S ............................................................................. $2.00
HOM ESTEADERS’ ACCOUNTS .....................
This $2.00 will be credited to his account, in red, 
in the HOM ESTEADERS’ ACCOUNTS subsidiary 
ledger in the “Taxes” and “Underpayment” columns 
and will be handled the same as in 5d.
6. Recording Interest on Delinquent Payments
When a member does not pay his charges in full the 
deficiency is added to the amount of the principal 
owed by him and bears interest at 3 per cent per 
annum.
The bookkeeper will make out a bill for this addi­
tional interest and send the bill to the delinquent 
member.
HOM ESTEADERS’ ACCOUNTS .........................  $12.60
IN TER EST .................................................................
MISCELLANEOUS CREDITS ...........................
The total amount will be recorded in the HOM E­
STEADERS’ ACCOUNTS subsidiary ledger in the 
“Interest” column.
The amount of regular interest due to the Govern­
ment, per Schedule of Charges, will be posted to 
IN TER EST in the Ledger, while the amount of 
excess interest, that is, the difference between the 
amount of interest due to the Government and 
the increased amount of interest charged to the 
member because of deficiency in payments, will be 
posted to M ISCELLANEOUS CREDITS account 
and also in the M ISCELLANEOUS CHARGES and 
CREDITS accounts subsidiary ledger in a separate 
sub-account headed IN TER EST DUE TO MEM­
BERS. (This sub-account will be located in Sec­
tion B of the subsidiary ledger.)
At the end of the year the entire amount in that 
sub-account will be transferred to the D ELIN ­
QUENCY RESERVE by the following entry:
MISCELLANEOUS CHARGES ............................. $75.00
DELINQUENCY RESERVE ...............................
The total amount will be prorated among the mem­
bers and the amount of interest due to each of 
them will be posted in the “Balance in Delinquency 
Reserve” column in the HOM ESTEADERS’ AC­
COUNTS subsidiary ledger, adding to the balance 
there; the explanation there will be “Interest ac­
crued to members.”
The charge will be posted to MISCELLANEOUS 
CHARGES account and also to MISCELLANE­
OUS CHARGES and CREDITS subsidiary ledger, 
in the sub-account IN TEREST DUE TO MEM­
BERS. When the homesteader pays the bill in full
then the payment will be recorded:
CASH ............................................................................... $12.60
HOM ESTEADERS’ ACCOUNTS .....................
7. Transmittal o f Money to the Government for  
Amortization and Interest
NOTES PAYABLE .................................................... $120.00
INTEREST ...................................................................  280.00
CASH
$2.00
$12.00
.60
$75.00
$12.60
Payments due to the Government fo r :
Amortization .................................................  $120.00
In te re s t............................................................ 280.00 $400.00
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The amount paid for amortization gradually reduces 
the amount due on the Promissory Note given by 
the Corporation to the Government and recorded 
as NOTES PAYABLE.
—In order to enable the Corporation to pay current 
expenses, it is understood that at the beginning the 
Corporation will not pay the Government the 
amount due for interest; this period will be in 
accordance with the funds required for operating 
expenses. The amount of deferred interest will be 
added to the value of the property, the Promissory 
Note will be issued for the full amount, that is, 
the value of the property plus the amount of 
deferred interest.
—This amount of the Notes Payable will be amor­
tized over the remaining period (if deferred for 
six months, then 40 years less 6 months or half 
a year), 39½ years.
8. Creation o f Imprest Fund
MISCELLANEOUS CHARGES .............................  $50.00
CASH ...........................................................................
Creation of an Imprest Fund.
This entry will also be recorded in the M ISCEL­
LANEOUS CHARGES and CREDITS subsidiary 
ledger, in Section B, in a sub-account headed “IM ­
PREST FUND.”
9. Payment o f Operating Expenses
MANAGEMENT .......................................................... $60.00
M A IN T E N A N C E .........................................................  140.00
T A X E S ............................................................................. 180.00
IN S U R A N C E .................................................................  120.00
MISCELLANEOUS CHARGES ............................. 200.00
INDIVIDUAL C H A R G E S........................................  50.00
CASH ...........................................................................
Expenses for Management, Maintenance, Taxes, 
Insurance, and Miscellaneous Charges will also be 
posted to their subsidiary ledgers in the respective 
sub-accounts, these sub-accounts being opened in 
accordance with practical requirements and also as 
necessary for proper control by the Management 
Division.
The INSURANCE AND TAXES subsidiary ledger 
will have a control sheet, in front, with three 
columns:
1. Ledger
2. Insurance
3. Taxes.
The amounts in columns 2 and 3 should equal the 
total in column 1.
There will be separate accounts in the Insurance 
section of this subsidiary ledger for fire, hail, wind, 
and perhaps also for other kinds of insurance; and, 
similarly, separate accounts will be opened in the 
Taxes section of the subsidiary ledger; for example, 
state taxes, municipal taxes, and other kinds of taxes.
The expenditures for individual charges will be 
posted to sub-account, in the INDIVIDUAL 
CHARGES and CREDITS subsidiary ledger, of 
that particular member for whose benefit these ex­
penses have been incurred. The INDIVIDUAL 
CHARGES and CREDITS subsidiary ledger will 
have an account for each member. The operations
$50.00
$750.00
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for adjustment of individual accounts in that sub­
sidiary ledger are illustrated in Exhibit V III1
10. Homesteader Completes Payments fo r  His Lot
AM ORTIZATION ........................................................ $4,000.00
NOTES R E C E IV A B L E ..........................................  $4,000.00
When a homesteader completes the payment of the 
principal owed by him then the AMORTIZATION 
account is charged in the “Amortization” column 
of the Ledger and the NOTES RECEIVABLE 
account is credited, in red, in its column in the Ledger,
Promissory Note of the homesteader being cancelled 
and returned to him, provided that there are no 
arrears in the homesteader’s accounts.
At the same time a Deed for his lot will be executed 
and issued to him by the Corporation, which by that 
time will be the sole owner of the property, free to 
dispose of it, as the Corporation sees fit, because the 
Government will have no voice in the matter, having 
received the full amount due it. However, the 
Corporation and the homesteaders are subject to the 
provisions of the Deed.
11. Cancellation o f a Lease and Forfeiture o f Payments 
Made for Amortization and to the D ELINQ U ENCY  
R E SE R V E
Let us suppose that a lot valued at $5,000.00 was 
leased to a tenant and that he paid amortization of 
$100.00 and also contributed $20.00 to the DELIN­
QUENCY RESERVE. The entry will be:
P R O P E R T Y ...................................................................  $5,000.00
DELINQUENCY RESERVE ................................... 20.00
AMORTIZATION ................. ......................................  100.00
NOTES RECEIVABLE ........................................  $5,000.00
S U R P L U S ...................................................................  120.00
An entry is made also in the PROPERTY subsidiary 
ledger adding the acreage and value of the lot to the 
balances in that subsidiary ledger in the proper 
sub-account.
DELINQUENCY RESERVE and AMORTIZA­
TION are charged (the amount of the Delinquency 
Reserve is posted in red in the Ledger) and the 
amount of the Delinquency Reserve is also posted to 
the tenant’s account in the HOM ESTEADERS’
ACCOUNTS subsidiary ledger, namely, in the last 
column, in red, thus wiping out the balance in that 
column.
The NOTES RECEIVABLE ACCOUNT will be 
credited, that is, posted in red in the Ledger.
The SURPLUS account will be credited in the 
Ledger only, unless it is desired to maintain a sub­
sidiary ledger for that purpose.
12. Payments for Crops in Case o f Termination o f a Lease 
and Purchase o f Crops
After the tenant has received his Promissory Note 
and on the supposition that he has no arrears of any 
kind and therefore no balances in his accounts, the 
following entry will be m ade:
a HOM ESTEADERS’ ACCOUNTS—CROPS.......... $130.00
CASH ........................................................................... $100.00
PROPERTY ...............................................................  30.00
The crops have been appraised to be worth $130.00.
1These sub-accounts of individual members are located in Section “A” of the MISCEL­
LANEOUS CHARGES and CREDITS subsidiary ledger, therefore this is not mentioned, it 
being understood that it is in Section “A” ; when a sub-account is located in Section “B,” 
however, that fact is indicated in the explanation.
1936 TH E CERTIFIED PUBLIC ACCOUNTANT 429
This amount is also posted to the HOM ESTEAD­
ERS’ ACCOUNTS in the column “Amount of 
Principal.”
CASH is credited and so is the PROPERTY account 
for the amount of depletion due to the use of the lot 
by the tenant. The amount of depletion will be posted 
in the “Property” column of the Ledger, and also in 
the corresponding sub-account of the PROPERTY 
subsidiary ledger.
b Should the tenant be in arrears for any charges the
entry will b e :
HOM ESTEADERS’ ACCOUNTS—CR O PS.......... $130.00
CASH ...........................................................................  $85.00
P R O P E R T Y ...............................................................  30.00
HOM ESTEADERS’ A C C O U N T S.......................  15.00
In other words, we suppose that the tenant fell 
behind in his payments in the amount of $15.00 and 
therefore in the HOM ESTEADERS’ ACCOUNTS 
subsidiary ledger in the same column “Amount of 
Principal” there will be posted two items, namely:
1. $15.00 in red, wiping out the balance owed 
by him.
2. A charge for crops in black, $130.00, showing 
that there is an asset, crops, worth $130.00.
The credit of $30.00 for depletion will be posted to 
the PROPERTY account and PRO PERTY sub­
sidiary ledger the same as above.
c There may be, and most likely will be, some expenses 
incurred between the time the crops are purchased 
and sold, namely, expenses for cultivation, market­
ing, etc. These expenses may be recorded as
follows:
HOM ESTEADERS’ ACCOUNTS—CROPS ........ $25.00
CASH ........................................................................... $25.00
d Sale of Crops.
C A S H ............................................................................... $175.00(120)
HOM ESTEADERS’ ACCOUNTS .....................  $175.00(120)
e Transfer of the difference between the total cost of 
crops and the proceeds from their sale; if sold for 
$175.00:
HOM ESTEADERS’ ACCOUNTS .........................  $20.00
S U R P L U S ................................................................... $20.00
Or, in the case of a loss, that is, if sold for $120.00:
e-1 SURPLUS ............... ....................................................  $35.00
HOM ESTEADERS’ A C C O U N T S .....................  $35.00
This charge to SURPLUS account will be posted 
in red in the Ledger account.
These entries will close the HOM ESTEADERS’ 
ACCOUNTS, leaving no balance there.
The HOM ESTEADERS’ ACCOUNTS have been 
used for recording the handling of crops purchased 
from a tenant because it eliminates the necessity 
of opening a new account and also because such a 
method gives a complete history of all relations 
between a tenant and the Corporation from the 
beginning to the end.
However, these transactions may be handled also 
through the MISCELLANEOUS CHARGES and 
CREDITS accounts and be posted in a special sub­
account in the MISCELLANEOUS CHARGES 
and CREDITS subsidiary ledger, which would be 
located in Section B of that ledger. In such a case
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the respective entries will b e :
a M ISCELLANEOUS CHARGES—C R O P S ............ $130.00
CASH ...........................................................................
PROPERTY ................................................................
b M ISCELLANEOUS CHARGES—CROPS .......... $130.00
CASH ...........................................................................
PROPERTY ...............................................................
HOM ESTEADERS’ ACCOUNTS .....................
c MISCELLANEOUS CHARGES—CROPS .......... $25.00
CASH ........................................... .............................
d C A S H ..................................................... ......................... $175.00(120)
MISCELLANEOUS CREDITS—C R O P S ..........
e M ISCELLANEOUS CHARGES—CROPS .......... $20.00
SURPLUS ...................................................................
e-1 SURPLUS .....................................................................  $35.00
MISCELLANEOUS CREDITS— CROPS...........
This charge under SURPLUS account will be posted 
in red in the Ledger account.
13. Termination o f a Lease in Case o f a Slump in Land 
Values1
P R O P E R T Y ...................................................................  $4,000.00
NOTES PAYABLE ................................................
Conveyance of the lot by the Government to the 
Corporation.
NOTES RECEIVABLE ............................................  $4,000.00
P R O P E R T Y ...............................................................
Lease of a lot to a tenant.
HOM ESTEADERS’ A C C O U N T S...........................  $300.00
AMORTIZATION ....................................................
Charging the tenant for amortization.
CASH ............................................................................... $300.00
HOM ESTEADERS’ A C C O U N T S.......................
Payment by the homesteader of his charges for 
amortization.
NOTES PAYABLE ....................................................  $300.00
CASH ..........................................................................
Transmittal of money by the Corporation to the 
Government for amortization.
P R O P E R T Y ...................................................................  $4,000.00
NOTES RECEIVABLE ........................................
Cancelling the Promissory Note given by the tenant 
when the lease terminated and recording the release 
of the property by the latter. (The credit to NOTES 
RECEIVABLE should be posted in red.)
AMORTIZATION ........................................................ $300.00
SURPLUS ACCOUNT ..........................................
Recording the forfeiture by the tenant of the amounts 
paid by him for amortization:
Let us suppose that the crops raised by the tenant 
were valued at $500.00 and that the land value 
slumped 5 per cent. Five per cent of the original 
value of the lot, $4,000.00, will work out as a loss of 
$200.00 in the land value. Then the entry will be as 
follows:
HOM ESTEADERS’ ACCOUNTS—CROPS. . . . . .  $500.00
CASH .........................................................................
PROPERTY ...............................................................
CASH ............................................................................... $500.00
HOM ESTEADERS’ ACCOUNTS—C R O PS.. . .
Recording the sale of crops for the same amount 
as purchased just for simplicity’s sake.
1Operations 13 and 14 are worked out in order to 
provide a procedure for recording these transactions, 
in case such a policy is adopted.
$100.00
30.00
$85.00
30.00
15.00
$25.00
$175.00(120)
$20.00
$35.00
$4,000.00
$4,000.00
$300.00
$300.00
$300.00
$4,000.00
$300.00
$300,000
200.00
$500.00
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If the amount realized from the sale is more or less 
than the amount of the crops as appraised and pur­
chased, then the difference, whether more or less, 
will be recorded in the SURPLUS account.
The net result will b e :
P R O P E R T Y ..................................................  $3,800.00
CASH .............................................................. 200.00
T O T A L ............................................................ $4,000.00
These represent assets of the Corporation, which 
will be offset by liabilities, namely :
NOTES P A Y A B L E ..................................... $3,700.00
S U R P L U S ...................................................... 300.00
TOTAL LIA B ILITIES ............................. $4,000.00
The SURPLUS of $300.00 is represented by:
BALANCE OF CASH ............................... $200.00
plus
Free PROPERTY 
($3,800 on hand less
$3,700 due to the Government).................  100.00
$300.00
14. Termination o f a Lease and Absorption o f Prorata 
Losses by a Tenant
If  the Corporation sustains a loss to date of termina­
tion of a lease by a tenant and these losses are 
recorded in the SURPLUS account; or in a subsidi­
ary ledger and not as yet transferred to the SUR­
PLUS account; or when losses so sustained have not 
as yet been recorded in any account, but the amount 
of these losses is ascertainable and can be appraised— 
then these losses may be prorated on a certain 
basis; for instance, on the basis of the original cost 
of the property leased to each member, or on the 
basis of assessed valuations, or any other basis which 
may be acceptable, and the prorata share of these 
losses may be calculated on any of the above men­
tioned, or other, bases and charged to the tenant’s 
account.
The amount of the losses, then, may be recorded as 
follows:
HOM ESTEADERS’ ACCOUNTS .........................
SURPLUS ..................................................................
This amount will be recorded in the HOM E­
STEADERS’ ACCOUNTS subsidiary ledger in the 
“Amount of Principal” column, being added to the 
balance of principal recorded there.
This means that upon final settlement with the tenant 
the amount of the losses will be deducted from the 
value of his equity, the same as in the case of 
entries under the preceding section, No. 13, namely: 
HOM ESTEADERS’ ACCOUNTS—CROPS . . . .
CASH .........................................................................
PROPERTY
For slump in land values.....................................
SURPLUS
For the tenant’s prorata share of losses..............
CASH .........................................
HOM ESTEADERS’ ACCOUNTS—CROPS . . .  
Recording the sale of crops for the same amount as 
purchased, just for simplicity's sake.
If  the amount realized from the sale is more or less 
than the amount of the crops as appraised and pur­
chased, then the difference, whether more or less, 
will be recorded in the SURPLUS account.
$75.00
$75.00
$500.00
$500.00
$225.00
200.00
75.00
$500.00
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15. Refunding the Payment fo r  Capital Stock to a Tenant 
Who Is Expelled
a CASH ............................................................................... $1.00
ACCOUNTS PAYABLE ......................................
Recording cash received from members for repay­
ment to an expelled tenant of the amount paid by the 
latter for his share of capital stock.
In the ACCOUNTS PAYABLE account the name 
and the amounts contributed by each member will 
have to be shown.
b CAPITAL STOCK ..................................................... $5.00
MISCELLANEOUS CREDITS ...........................
CASH .......................................................................
Refunding to the expelled member the amount paid 
by him for his share of capital stock and cancelling 
his subscription. The amount of $4.00 will be posted 
to the MISCELLANEOUS CREDITS account and 
also to the M ISCELLANEOUS CHARGES and 
CREDITS subsidiary ledger, in sub-account “SUB­
SCRIPTIONS TO CAPITAL STOCK,” in red.
The charge to capital stock should be posted in red 
in the Ledger account.
When a new tenant takes over the property, sub­
scribes to a share of capital stock, and pays for it, 
then the following entry will be m ade:
c CASH ............................................................................... $1.00
MISCELLANEOUS CHARGES ............................. 4.00
CAPITAL S T O C K ....................................................
The cash will come through the Schedule of Charges 
in the “Miscellaneous” column of the HOM E­
STEADERS’ ACCOUNTS subsidiary ledger. The 
unpaid balance on the subscribed capital stock will 
be recorded in MISCELLANEOUS CHARGES 
and CREDITS accounts subsidiary ledger, Section
B, in the proper sub-account, namely, SUBSCRIP­
TIONS TO CAPITAL STOCK.
At the same time in the sub-account in Section A,
FIRST INSTALLM ENT ON SUBSCRIBED 
STOCK, a note will be made, namely:
Put an asterisk against the name of the member who 
was expelled and then, below the last name in that 
sub-account, put the asterisk again and write “Mem­
ber X” expelled and his stock certificate transferred 
to “Member Y,” the new member.
This explanation will be made without extending any 
amount in the money column.
d Then the members who were assessed will be reim­
bursed :
ACCOUNTS P A Y A B L E ............................................  $1.00
CASH .........................................................................
Refunding the money contributed by members for 
payment of the share of capital stock surrendered 
by an expelled member. The amount of $1.00 
should be posted to ACCOUNTS PAYABLE,
Ledger account, in red.
—It is a cumbersome procedure and it will be used 
only in case the Corporation has no funds available 
which is doubtful because the refunds will be small.
—If the Corporation pays the refund from its own 
cash on hand, then entries a and d will be 
eliminated.
16. A  Lot Is Leased 1½ Years A fte r  the Corporation 
Started Its Operations
In such a case all the charges will be borne by the 
property just the same as if it were occupied; the
$1.00
$4.00
1.00
$5.00
$1.00
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Government will receive the full amount due it for 
amortization and interest.
All the charges for interest and operating expenses 
will be added monthly to the amount of principal, 
bearing 3 per cent interest per annum, in accordance 
with entry 5b.
When a new tenant occupies the lot the amount of 
the principal (original amount plus the accumulated 
charges) may be amortized over the remaining pe­
riod; in our illustration it will be over 38½ years.
This would mean that the new tenant will have to 
pay:
1. Larger amount for amortization because the 
principal will be larger, while the period of 
amortization will be shorter, and
2. More interest because the amount of principal 
will be larger than the original amount.
The difference between the amount of amortization 
and interest due to the Government on the lot for 
each period and the amount charged to the tenant 
will be credited to the MISCELLANEOUS CRED­
ITS accounts and will also be posted to the M ISCEL­
LANEOUS CHARGES and CREDITS subsidiary 
ledger in Section B, in a sub-account headed “PAY­
MENTS DUE TO MEMBERS.” At the end of the 
year the total accumulated in that sub-account will 
be transferred to the DELINQUENCY RESERVE, 
at the same time posting the prorata amounts due 
each member in the transferred amount to their 
accounts in the HOM ESTEADERS’ ACCOUNTS 
subsidiary ledger, namely, in the last column, “Bal­
ance in Delinquency Reserve,” thus increasing their 
balances by that amount.
If the Schedule of Charges for the first month totals 
$35.00, of which $30.00 is for regular charges, 
according to the original Schedule of Charges for 
this particular property, then the entry will read as 
follows:
HOM ESTEADERS’ ACCOUNTS .........................  $35.00
AM ORTIZATION
INTEREST
.......................................................................................... $30.00
M ISCELLANEOUS CREDITS ........................... 5.00
The amount posted in MISCELLANEOUS CRED­
ITS account will also be posted in the supporting 
subsidiary ledger in the sub-account headed “PAY­
MENTS DUE TO MEMBERS.”
Social Security Act
( Continued, from  page 420)
tution prohibits the enforcement of the 
Agricultural Adjustment Act. The act in­
vades the reserved rights of the states. It is 
a statutory plan to regulate and control 
agricultural production, a matter beyond the 
powers delegated to the federal govern­
ment. The tax, the appropriation of the 
funds raised, and the direction for their dis­
bursement, are but parts of the plan. They 
are but means to an unconstitutional end.”
“But if the plan were one for purely vol­
untary cooperation it would stand no better 
so far as federal power is concerned. At 
best, it is a scheme for purchasing with 
federal funds submission to federal regula­
tion of a subject reserved to the states.”
“It does not help to declare that local con­
ditions throughout the nation have created a 
situation of national concern; for this is but 
to say that whenever there is a widespread 
similarity of local conditions, Congress may 
ignore constitutional limitations upon its 
own powers, and usurp those reserved to 
the states,”
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T A L K I N G  S H O P
A D epartm ent  Conducted by Lew is Gl u ic k , C.P.A., New York
A rather serious condition exists in a field 
in which the C.P.A’s can materially assist. 
The accounting and calculating machine 
companies are being hard put to find com­
petent operators for their machines. They 
have always given some instruction, but re­
cently have had to greatly expand their fa­
cilities for schooling. One company is about 
to launch a new special class for junior ac­
countants, in New York and Chicago. The 
sad part of it is, that these operator schools 
cost the manufacturers a pretty penny; they 
have to give the instruction free. And they 
would vastly prefer to sell machines to 
business colleges, which could in turn sell 
instruction in the use of the machines.
The fact is that many business colleges do 
offer some mechanical instruction. But an 
investigation indicates that it is in most cases 
of poor grade, as to the teachers, subor­
dinated to the conventional stenography and 
bookkeeping course; and the machines used 
are of obsolete models. These last are boom­
erangs for the schools; for the pupils who 
have “learned” on the old machines either 
cannot get, or do not hold, jobs on modern 
equipment; or are forced to attend the com­
pany schools. This situation is bad enough 
in big cities, where factory branches are 
maintained by the m anufacturers; but in­
finitely worse in the smaller towns, where 
operators must be either sent from the big 
city; or self-trained.
W e can help this by seeing that the busi­
ness college in our community offers ade­
quate instruction in modern methods. Also 
by teaching our clients what to expect of a 
graduate of a business course. Another 
thing of importance is this. An operator, 
who does nothing else, is in some jurisdic­
tions classified as manual labor for the 
payroll tax and compensation insurance. 
Whereas if the operator is also a ledger 
clerk, or typist, or file clerk a clerical rating 
is obtained. The graduates of the company 
schools are usually highly competent ma­
chine operators; and nothing else. The
graduate of a good business college is able 
to fit in as a general office worker, until a 
chance for specialization occurs.
On May 26 we saw Harold D. Greeley for 
the first time in several years, in which time 
he has become somewhat portly and raised 
a mustache. But he is still the same old ex­
pert on all matters of decedent’s estates and 
the taxation thereof. And one bit of advice 
which he gave to his audience at the Hotel 
McAlpin that evening is worth repeating 
and stressing. “Make sure, before you start 
an estate job, for whom you are working: 
who is going to pay you, how much; and 
when.”
The next night we heard H arvard’s fa­
mous astronomer, Prof. Shapley, talk about 
the cosmos, metagalaxies, etc., in terms that 
a lay audience could understand. He has a 
fine sense of humor, but the quip that 
brought down the house (Hotel Plaza) was 
reversing the usual reference to large figures 
as “astronomical” and calling them “New 
Deal Figures.” He is not a supporter of the 
sunspot theory of economic cycles either.
Probably everybody who has ever con­
versed with us for more than an hour knows 
that we claim Port Chester, N. Y., as our 
home town. In recent years we have won­
dered if the town still claimed us, for our 
visits have been of decreasing frequency; 
and it is 14½ years since we ceased to be a 
voting citizen of the place. However, our 
doubts were satisfactorily resolved on May 
29 when we were chosen as the speaker at 
the American Legion Memorial Roll Call, 
held in the junior high school. W e were 
obliged to forego a 2½-day yachting trip 
to be there, but it was worth it.
T axes
In the face of regulations and decisions 
that tend to confuse and annoy the taxpayer 
and his accountant, Treasury Decision 4693
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comes like a breath of fresh air. Hereafter 
the taxpayer M U ST show, what he always 
should have been obliged to show ; his home 
residence address. As we send this to press 
the new tax bill has not yet been enacted. 
There is really not much use in commenting 
on anything else with this threat over us.
T ravelogue 
We spent 3½ days in June in Elmira, 
N. Y. Here is a town which, although it 
claims a population of 50,000, has no traffic 
lights on its principal business street; uses 
comfortable trolleys instead of crowded 
buses; jests about last spring’s disastrous 
flood; and treats strangers with real hos­
pitality. W e were taken out to see a real 
scenic wonder, W atkins Glen, but were in 
no condition to enjoy it. A microscopic bit 
of Elmira had gotten into the right eye; and 
despite competent medical treatment, we 
were compelled to forego all use of our eyes 
for a week after we got home. You never 
know how much accident insurance you 
really need till you have an experience like 
that. We had thought we were adequately 
covered. Due to the enforced inability to 
read, we were compelled to depend upon the 
radio for news, especially of the Cleveland 
convention. W e prefer a poor newspaper 
any day to the best radio announcer. But of 
course a good paper is best. “How do you 
like the vice-presidential nominee,” we 
asked Blank. “Well,” he replied, “every 
Knox is a boost.” “Yeah,” said the Kid, 
“ for Roosevelt.” And if this be either hu­
mor or politics, vote for a third party.
There is an old rule of auditing, found in 
all text books; and sternly impressed upon 
us during our junior days. “Always check 
from ledger to books of original entry.” It 
is a good ru le ; time tried ; but sometimes its 
use is impractical. When only a customer’s 
ledger is involved, with 99 per cent of the 
entries coming from the sales and cash 
books, it is easy to check to those two books. 
But when it is a general ledger, it is either 
necessary to make two or three “runs” or 
else take the forbidden course of checking 
from book of original entry to the ledger. 
We speak of this because just recently we 
had to find a $1.50 error where the books 
of original entry consisted of cash receipts, 
cash disbursements; petty cash; general
journal, factory journal sales book; pur­
chase book; and returns for each of the 
last two. It was the first time since we have 
had the account, that we were ever called 
upon to find a trial balance error; and it 
took over two hours. It was a grand and 
glorious feeling when we did get i t ; a curi­
ously compounded error, that the book­
keeper was reluctant to believe she had com­
mitted. Of course, it was our luck that de­
spite our southpaw attack, the error was 
among the very last items checked.
And just a word about that “southpaw 
attack.” Despite the fact that we write, 
holding pen or pencil in the right hand, we 
are naturally lefthanded. Yes; we know 
what they say about southpaw pitchers; we 
admit it. In our early days we irritated one 
good senior by going at the ledger left- 
handed ; that is to say, starting at the back, 
and working forward. But we learned 
something as a result. More errors appear 
in the back of the ledger than the front. We 
actually kept a record of it for some time. 
Then we submitted our results to a friend 
who is, by profession, a psychologist.
Surprisingly enough the explanation was 
logical; and not made of complexes, and 
other psychiatric jargon. Since the ordinary 
ledger clerk is right-handed, and posts from 
front to back, he, or she, is fresh at the be­
ginning (of course, the Kid is fresh at all 
times) and tired towards the end. And 
fatigue increases the tendency to error. So 
by starting at the back, as we did, we picked 
up the majority of the errors sooner. Of 
course, as the example above cited shows, 
it is not an infallible rule. But it is worth 
noting.
In response to several readers who liked 
Rover’s travel article in March but found it 
inadequate, we take pleasure in presenting
SEA SIC K N ESS
by
SlNBAD
There are two kinds of seasickness; real 
and psychologic. The latter is not exactly 
synonymous with imaginary; the physical 
facts are quite real. But the psychologic 
kind exists because people expect to be sick ; 
and so are. W hat I am saying is not based 
alone on my own experience, but on much 
observation, and many conversations, with
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veteran sea surgeons.
The real kind is of two main types: occa­
sional and chronic. The exact cause of the 
latter is not know n; the general belief is 
that it is due to some peculiarity of the inner 
ear; but other causes are known. The or­
dinary person, not of the chronic type, can 
and does, gradually or quickly, become ac­
customed to the motion of a ship. The 
chronics never do. The Navy Civil Engi­
neer Corps is full of men who, despite four 
years at the academy, and a full cruise as 
ensign, are still unfit for duty afloat, al­
though in every other respect admirable 
specimens of physical fitness.
The casual type of seasickness embraces 
the vast majority of humans. The man who 
tells you he has never been seasick has either 
never been to sea; or is a liar. Personally I 
have been seasick only once; there was only 
one man in the whole complement that day 
who was not afflicted by the combination of 
a squall, ground swell and a disabled engine.
The incidence of casual seasickness is im­
mensely affected by the exact physical condi­
tion of the individual at the moment of put­
ting to sea. If  it is good, and he eats lightly 
the first two days, chances are against fu r­
ther trouble. On the other hand, the regular 
practice of most passengers, finding that all 
meals are abundant and without extra 
charge, is to overeat; and they would prob­
ably have digestive disturbances on dry land 
if they had eaten as much. I remember 
vividly one veteran sailor who joined our 
ship during the w ar; his latest year of his 
five years service had been on shore. The 
joy of getting back to sea, the tang of the 
salt a ir; the chow put out by an unusually 
good steward, stimulated his appetite beyond 
all reason; and in 48 hours he was so sick 
that the surgeon ordered him to the sickbay. 
In a day and a half he was O.K. again, and 
never again got seasick till his discharge. 
How he cussed himself for a boot and a 
landlubber!
The psychologic kind of seasickness is 
almost impossible to deal with. The best 
remedy is fresh air and activity. The impor­
tance of the latter cannot be overempha­
sized. On the transport on which I served 
during much of the war, everybody noted 
the 200-odd soldiers picked at random for 
various duties while on board ship. Those 
having deck duties seemed almost immune
from seasickness; those with interior duties 
were a trifle w orse; and those with nothing 
to do but attend drills and mess call were 
from one-quarter to one-half the time suffer­
ing with mal de mer. In  other words, if you 
have something to do, you’ll do it, and even 
if your appetite is not up to par, you won’t 
be really sick.
The reductio ad absurdam of psychologic 
seasickness was witnessed on a coastwise 
liner out of Savannah for northern port. 
The first meal out, nearly everybody ate. 
But by the second everyone was aware of 
the proximity of H atteras; and the dining 
room had many absentees; the rails had 
many hanging over them ; and the distress 
among the women was intense. Actually the 
Atlantic was as calm as I ’ve ever seen it; 
Hatteras is truly a rough spot most of the 
tim e; but this time was in a most pacific 
mood. Fear alone made those passengers 
sick. Proof ? Well, the third meal we were 
no farther north of the Cape than we had 
been south at the second. But exactly one 
woman missed that meal. She, poor thing, 
was unquestionably a chronic.
A ir sickness is a first cousin to seasick­
ness. Actually a plane, traveling at its op­
timum height, on an even keel, or ascending 
and decending on long slopes with a low 
angle, is the smoothest vehicle imaginable. 
But in gusty strata, or for other reasons, 
sharp drops are sometimes experienced. 
They are exactly the same as many have 
experienced in high buildings, where a poor 
operator starts his car down too fast. The 
results, just as in the elevator, depend upon 
the exact physical and psychic condition of 
the passenger; with this exception; the ele­
vator “levels off” much sooner.
Chewing gum is a fine help for both sea 
and air travel, despite the fact that it is for­
bidden on Navy vessels. A clean intestinal 
tract, and above all, a clear fearless mind, 
will prevent most seasickness; and alleviate 
that which is truly unavoidable. Bon 
voyage; and happy landing!
Which leads us naturally across the A t­
lantic to W. T. Blazeby of Norwich, Nor­
folk County, England. This gentleman 
writes to inform us that the late Conan 
Doyle wrote a story entitled “The Silver 
M irror” in which accountants and account­
ing play a part.
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Q u e s t i o n s  and A n s w e r s  D e p a r t m e n t
E ditor, S t e ph e n  Gil m a n , C.P.A., Educational Director 
International Accountants Society, Inc.
Solution to Problem 6 of November, 1934, Examination Service of The Amer­
ican Society of Certified Public Accountants, published on pages 246-248 of the 
April, 1935, issue.
As there are numerous transactions which affect the original Balance Sheet 
figures given in this problem, it seems desirable to use a columnarized working sheet 
for the purpose of obtaining figures for the preparation of a Balance Sheet and 
Profit and Loss Statement.
The working sheet used in this solution might contain a large number of columns. 
The width of the working sheet, however, may be reduced by placing all of the debits 
in the upper part of the working sheet and the credits in the lower part. Separate 
columns are provided for the entering of the transactions from July 31 to October 
31, inclusive, and for the entries of the changes in the financial structure of the cor­
poration. The advantage of setting out these latter entries separately and distinctly 
will be apparent when we prepare the second statement required by the problem, the 
statement showing the changes that have taken place in the financial structure, etc.
The first step in the preparation of the working sheet is to set down in the first 
money column, the balances of the accounts as given in the Balance Sheet of July 
31, 1934. In making the entries for the transactions from July 31 to October 31, the 
first entry shows the complete cash transactions. There is a certain amount of infor­
mation given in the problem following the indicated changes in the financial structure 
which must be taken into consideration in making the entries for these various trans­
actions. It seems desirable to set out in some detail one or two side calculations sup­
porting certain entries in the working sheet. The calculation of the customers’ receiv­
ables and the amount of Sales and also the calculation of the depreciation charges 
follow:
Calculation o f Customers’ Receivables and Sales
Customers’  Receivables—7 /3 1 /3 4 ................. .................................... $ 78,170.14 (D r)
Less—Collections...................................................................................  383,567.81 (C r)
$305,397.67 (C r)
Add—Customers’ Receivables— 10/31/34:
Unpaid Accounts of 7/31/34 ($2,025.10
+  $13,018.78) ........................................................ $15,043.88
Unpaid Accounts from 7/31/34 to 10/31/34 
($48,968.73 +  $10,177.25) ................................  59,145.98 74,189.86 (D r)
Sales—7/31/34 to 1 0 /3 1 /3 4 ..................................  $379,587.53 (C r)
Calculation of Depreciation Charges
Bldgs. Machy. 
C o s t .................................................................................  $210,552.55 $230,075.13
Annual Depreciation:
2½% on B u ild ings.................................................  $ 5,263.81
10% on M achinery .................................................  $ 23,007.51
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Depreciation for 3 m onths:
¼ of above am o u n ts ...............................................  $ 1,315.95 $ 5,751.88
It will be observed that this statement shows not only changes in net worth 
items, but also in various liabilities, as these liabilities are included in the “financial 
structure” of this corporation. Reorganization under 77B requires approval of 
creditors as well as stockholders.
In the statement of the problem the amounts shown in the cash transactions as 
paid out in cash for the bank loan and interest, and for the defaulted bonds and 
interest, do not agree with the amounts shown as “Paid in Cash” in the statement of 
the changes in financial structure. The reason for this is that in constructing this 
latter statement, we do not take into consideration the interest that has accrued since 
the date of the Balance Sheet of July 31, 1934.
It is assumed for the purpose of this solution that the unpaid dividends on the 
6 % cumulative preferred stock for two years will not be paid, and that any claims 
for such dividends were cancelled upon the issuance of the 3,000 shares of no par 
value common stock.
D. L. Barnes and Company
BALANCE SH E E T  
as of October 31, 1934,
(but giving effect to transactions reflecting reorganization plan consummated
November 1-6, 1934.)
A SSETS
Current A sse ts :
C a sh ..............................................................  $ 18,065.99
Customers’ R eceivables............................ $ 74,189.86
Less—Reserve for Bad D e b ts ...............  23,196.03 50,993.83
Inventories:
Raw M a te ria ls .................................. .. $ 15,360.71
W ork in P ro cess ....................................  18,804.60
Finished S to c k ......................................  16,502.18 50,667.49
Total Current A sse ts .......................  $119,727.31
Fixed Assets:
Land ............................................................  $ 2,000.00
Buildings ..................................................... $210,552.55
Less—Reserve for D epreciation........... 66,601.88 143,950.67
M ach inery ................................................... $230,075.13
Less—Reserve for D epreciation........... 107,550.70 122,524.43
Total Fixed A s s e ts ............................ $268,475.10
Deferred Charges:
Prepaid In su ra n c e ..................................  683.22
Total Assets $388,885.63
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LIABILITIES
Current Liabilities:
Trade C reditors......................................  $ 62,348.96
NET W ORTH
Capital Stock:
Preferred Stock — 650 share 5% non-
cumulative (par $100)........................  $ 65,000.00
Common Stock—9,225 shares (no par) 254,487.77 $319,487.77
Surplus:
Paid-in S u rp lu s ......................................  $ 68,800.00
Earned Surplus (Deficit)
Balance, July 31, 1934 $88,244.02 (*)
Less—Net Profit, July 
31,1934, to Oct. 31,
1934 ......................  26,492.92
Balance, Oct. 31, 1934................  61,751.10 (*) 7,048.90
Total Net W orth......................  326,536.67
Total Liabilities and Net Worth $388,885.63
(*) Deficit.
D. L. Barnes and Company
PROFIT A N D  LOSS STATEM ENT
for three months’ period ending October 31, 1934
Sales of Merchandise........................................
Cost o f Goods Sold:
Finished Goods Inventory, July 31, 1934 $ 5,242.54
Cost of Goods Manufactured:
Work in Process Inventory, July 31, 1934 $ 29,540.01
Raw Materials:
Inventory, July, 31, 1934......................  $ 18,252.22
Purchases ................................................  152,216.89
$379,587.53
$170,469.11
Less—Inventory, Oct. 31, 1934..........  15,360.71
Factory W a g e s ...........................................
Factory Expenses:
Insurance on Equipment......................  $ 144.89
Depreciation:
On Buildings ..........................................  1,315.95
On. Machinery ........................................  5,751.88
Factory Expense (unclassified)........  65,056.06
Less—Work in Process Inventory, Oct.
31, 1934 ....................................................
Cost of Goods Manufactured.. . .
Less—Finished Goods Inventory, Oct.
31, 1934 ........................................................
Cost of Goods Sold..........................
155,108.40
61,803.03
72,268.78
$318,720.22
18,804.60
299,915.62
$305,158.16
16,502.18
288,655.98
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Gross Profit on Sales....................................... $ 90,931.55
Administrative and Selling Expenses..........  36,111.90
$ 54,819.65
Other Income:
Sale of Scrap..................................................  862.50
$ 55,682.15
Deductions from  Income:
Bad Debts ......................................................  $ 10,177.25
Interest Expense 
Loss on Sale of Obsolete Merchandise  15,930.31 29,189.23
Net Profit for Period......................  $ 26,492.92
C . P . A .  E x a m in a t io n  Q u e s t i o n s
May, 1936
A u d i t i n g
QUESTION 1:
In the audit of a large industrial company, to what extent may an auditor rely 
on the system of internal check maintained by the company ?
QUESTION 2:
Is an auditor responsible for revealing a lack of consistency from one year to 
another in the application of accounting principles by a company whose accounts 
he is now in the process of examining?
QUESTION 3:
Distinguish between disclosures and qualifications.
QUESTION 4:
In what way may contingent liabilities exist with respect to the following items:
(a) Notes receivable discounted
(b) Unfulfilled contracts
(c) Mortgage on land, the land having been sold
QUESTION 5:
Would you deem it essential to make test-checks in the way of physical counts 
where factory inventories are office-controlled records supported by bin cards and 
where quantities are verified by the company only when an item is nearly exhausted ?
QUESTION 6 .
Do you regard it as proper to value inventories at standard cost?
The Service of Examination questions conducted by The American Society furnishes 
practically twice as many questions in Theory, Auditing, Commercial Law and Economics and 
Public Finance as could be used by any State Board for a four-hour examination period, and 
twice as many problems in Practical Accounting as would be required for two examination 
periods of four to five hours each. A Board using the service makes its own selections and 
adds any special questions or problems which it desires. The questions in Auditing follow.
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QUESTION 7.
Outline the procedure you would recommend where you are called upon to 
verify by test-check approximately 50,000 accounts receivable. You may assume 
any situation with which you are familiar.
QUESTION 8 .
Describe briefly the minimum procedure with which you would be satisfied for 
the audit of the 54 commercial checking accounts maintained by a manufacturing 
company in different sections of the country.
QUESTION 9.
Distinguish between prepaid expenses and deferred charges and their classifica­
tion for balance-sheet purposes.
QUESTION 10.
Under what conditions would you pass additions to fixed assets in the form of 
overhead charges on construction work undertaken by the company whose accounts 
you are examining ?
QUESTION 11.
How would you determine whether all liabilities had been recorded in the books 
of account?
QUESTION 12.
In preparing the consolidated balance sheet of a company having many sub­
sidiaries, you are confronted with situations where a number of companies are but 
50% owned yet where unquestionably operating control exists. What factors will 
determine your decision to consolidate or not?
QUESTION 13:
What limitations detract from the value of consolidated financial statements?
QUESTION 14:
You are informed by a client that because none of numerous notes from cus­
tomers are past due, no reserve for bad debts is required. What circumstances might 
compel you to disagree with him ?
QUESTION 15:
A company you are auditing has a number of investments in marketable secur­
ities. Outline the form of a work-sheet which the company’s controller has agreed 
to fill in for you.
QUESTION 16:
In general, what responsibilities for inventories do public accountants assume ?
QUESTION 17:
How would you disclose on a balance sheet dated December 31, 1935, the pos­
session of debentures purchased by the company in anticipation of a sinking-fund 
installment due January 2, 1936?
QUESTION 18:
By means of a reduction during the year in the stated value of its common no- 
par stock, a company has absorbed a large deficit existing at the beginning of the 
year. A net profit results from the year’s operations. How would you state these 
facts on your balance sheet at the close of the year?
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QUESTION 19:
To what extent is an auditor on an engagement justified in accepting the prof­
fered services of the controller and his assistants?
QUESTION 20:
How would you verify interest and dividends received on investments in bonds 
or stocks ?
STATE SOCIETY NEWS
CALIFORNIA
The annual meeting of the California 
State Society of Certified Public Account­
ants was held at the Biltmore Hotel, Los 
Angeles, on Friday and Saturday, June 12 
and 13, 1936.
The address of welcome by President 
Harry B. Mills was responded to by R. S. 
Kirkland of the San Francisco Chapter, 
George W. Sims of the Fresno Chapter and 
James K. Gregory of the Los Angeles Chap­
ter. Papers were read by George R. Keast 
on “Accounting Procedure Under the Cali­
fornia Corporation Law,” and B. J. Feigen­
baum on “How Many Feathers?” a fiscal 
question.
The luncheon speaker was John Parke 
Young, Professor of Economics at Occi­
dental College, whose subject was “Dollars 
and Sense.” In the afternoon papers were 
presented by H. A. Stanley on “Account­
ants’ Fees,” by Ira N. Frisbee on “Account­
ing for ‘Income’ of Municipalities,” and by 
Eugene M. Berger, on “The Economic Im­
plications of the Single Tax—Sales Tax 
Referendum.”
Arthur Loomis was Toastmaster at the 
dinner Friday evening.
The regular business session was held on 
Saturday morning. Officers and directors 
elected for the year 1936-1937 were : Presi­
dent, Anson H errick; First Vice-President, 
Willis C. Graves; Second Vice-President,
A. DeWitt Alexander; Secretary-Treas­
urer, B. W. Bours; Directors, R. W. E. 
Cole, Willis C. Graves, J. B. Scholefield, 
George M. Thompson and Henry M. 
Thomson. A luncheon and golf tournament
were held at the Riviera Country Club, the 
play resulting in a tie between the Los 
Angeles and San Francisco Chapters.
DISTRICT OF COLUMBIA
The June Bulletin of the District of Co­
lumbia Institute of Certified Public Ac­
countants is in the form of a special bulletin 
on Credit.
Julius Sinker, Chairman of the Commit­
tee on Cooperation with Bankers and Inves­
tors, presents a resume of the purposes of 
his committee; there is a short article on 
“Statements” by Alexander Wall, Secretary 
of the Robert Morris Associates, and there 
are answers to questions submitted by the 
committee to a number of bankers and 
accountants.
The annual meeting of the District of 
Columbia Institute of Certified Public Ac­
countants was held on the evening of June 
22, 1936, at the Kenwood Country Club.
John L. Carey, Secretary of the American 
Institute of Accountants, was guest speaker.
Officers elected for the coming year were: 
President, Harold S. Roberts; Vice-Presi­
dent, John Berg; Secretary-Treasurer, Ray­
mond Florance.
FLORIDA
The Florida Institute of Accountants 
held its annual meeting at the Hotel Good, 
Miami Beach, on Friday and Saturday, May 
29 and 30.
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Following a word of welcome by Hugh 
Purvis reports of the officers and commit­
tees were heard. Milton E. Carter, Assistant 
to the Commissioner of Internal Revenue, 
spoke on “Tax Subjects of Interest to the 
Conference,” after which there was general 
discussion.
At the afternoon session Walter Muck- 
low, Chairman of the Publicity Committee, 
led a discussion of the report of that com­
mittee, which in the future will be called the 
Public Relations Committee. J. Newton 
Lummus, Tax Assessor for Dade County, 
spoke on “Intangible and Personal Property 
Taxes.” Ira J. Varnedoe, delegate to the 
Advisory Council of State Society Presi­
dents, reported on the Washington meeting 
held last January. F. Scott Kitson, a mem­
ber of the Florida Institute, talked on 
“Preparation for Increased Tax Practice.”
Saturday morning was occupied with un­
finished business, further discussion of com­
mittee activities and election of officers. 
Those elected were: President, R. Warner 
Ring; First Vice-President, E. C. W ork ; 
Second Vice-President, Cecil Bryant; Third 
Vice-President, Ira J. Varnedoe; Secretary, 
P. W. Fisher; Treasurer, W. F. Milton.
The November meeting will be held at 
Jacksonville.
INDIANA
Volume 1, No. 1, The Bulletin of the In­
diana Association of Certified Public Ac­
countants, made its appearance as of June- 
July, 1936. Numerous items of interest to 
Indiana C. P. A’s are carried in the attrac­
tive four-page printed bulletin.
MASSACHUSETTS
The annual Social and Recreational Meet­
ing of the Massachusetts Society of Certi­
fied Public Accountants, Inc., was held on 
June 8 , 1936, at the Salem Country Club, 
Peabody.
There was an inter-office tennis tourna­
ment, a golf tournament in competition for 
the Patterson, Teele & Dennis Cup and 
bridge and tea for the ladies. The annual 
dinner was followed by dancing and bridge. 
The committee in charge of activities were: 
Irwin S. Decker, Chairman, Ruth M. Wel­
ton, Richard S. Chamberlain, Abbott B.
Foster, Horace A. Mann, E. Ober Pride and 
James B. Willing.
M INNESOTA 
The annual meeting of the Minnesota 
Society of Certified Public Accountants was 
held on Tuesday, May 26, at the Town and 
Country Club, St. Paul.
Golf was enjoyed in the afternoon and 
dinner was served at the club at 6:30. At 
the business meeting which followed com­
mittee reports were heard and the following 
officers elected: President, Earl A. Waldo, 
re-elected; First Vice-President, Albert E. 
Larsen; Second Vice-President, Lawrence 
R. Graving; Secretary, Edwin L. Pearson; 
Treasurer, James Strudwick.
M ISSOURI
The Missouri Society of Certified Public 
Accountants held its annual meeting in St. 
Louis on Friday, June 12, 1936, at the 
Meadow Brook Country Club.
Since it is customary for the two chapters 
of the Society to hold numerous sessions 
throughout the year at which technical sub­
jects are discussed, the activities of the an­
nual meeting are usually confined strictly 
to matters of a business nature. Following 
the morning business session there was a 
golf game in the afternoon and a dinner 
dance in the evening.
The following officers and members of 
the Council were elected: President, Parry 
Barnes, Kansas City; First Vice-President, 
John J. Lang, St. Louis; Second Vice- 
President, R. S. Wyler, Kansas City; Sec­
retary, R. W. Smith, Kansas City; Treas­
urer, William Charles, St. Louis. Members 
of Council: from St. Louis, Daniel M. 
Sheehan, William Charles, John J. Lang, 
John M. Neumayer and Lee J. M uren; 
from Kansas City, Tom C. Hansen and 
F. R. Brodie.
NORTH CAROLINA 
At the annual meeting of the North Caro­
lina Association of Certified Public Ac­
countants, held at Rockingham on June 19 
and 20, 1936, the following officers and 
directors were elected: President, Leslie A. 
Heath of Charlotte; Vice-President, George 
E. Dombhart of Charlotte; Secretary, Elton
B. Taylor of Charlotte; Treasurer, Earle
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E. Peacock of Chapel H ill; Directors, Al­
bert H. Blake of Asheville, R. L. Bradley 
of Lenoir, W. C. Nichols of Wilmington 
and George R. Poole of Raleigh.
PENNSYLVANIA 
The thirty-ninth annual meeting of the 
Pennsylvania Institute of Certified Public 
Accountants was held on Thursday, Friday 
and Saturday, June 18, 19 and 20, 1936, at 
Bedford Springs.
Thursday afternoon was allotted to regis­
tration, informal group meetings, golf, ten­
nis and swimming.
In the evening following the president’s 
opening address Dr. Charles S. Trippetts, 
Dean of the School of Business Administra­
tion of the University of Pittsburgh, spoke 
on “What Other Countries Have Done to 
Force Business Recovery.”
In the early evening there was a bridge 
party of the ladies, followed later by a dutch 
lunch, more bridge and dancing.
At the Friday morning technical session 
there were addresses by Dr. George K. 
McCabe, Acting Head of the Department 
of Economics, Catholic University of 
America, Washington, D. C., who spoke on 
“The Taxation of Corporate Surplus,” and 
by Leon D. Metzger, Esq., of Harrisburg, 
formerly Secretary of Revenue of the Com­
monwealth of Pennsylvania, whose subject 
was “New Pennsylvania Tax Legislation.” 
The ladies golf and tennis matches were 
held in the morning, while in the afternoon 
the golf and tennis tournaments for the men 
were staged. An hour of swimming was en­
joyed before the banquet in the evening.
Saturday morning was devoted to a busi­
ness session. Retiring President Cumming 
had summarized the reports of committees 
into one comprehensive report which was 
mimeographed and distributed to those 
present. Officers and Council members 
elected were: President, J. Cyril McGar­
rigle; Vice-President, J. Carle Parry, Jr.; 
Secretary, Robert J. Bennett; Treasurer, 
David M. Fillman; Auditor, Harvey C. 
Keim, all of Philadelphia. Council Mem­
bers: Roger K. Nevius, Hubert F. Ravens­
croft, Clarence L. Turner and Frank S. 
Glendening of Philadelphia; James M. 
Cumming of Pittsburgh; and the following 
chairmen of Chapters, A. Karl Fischer of 
Philadelphia, George C. Shannon of Pitts­
burgh, Harry Ness of Harrisburg and J. 
Donald Notman of Scranton.
VIRGINIA
The Spring Meeting of the Virginia So­
ciety of Public Accountants was held at the 
Chamberlain Hotel, Old Point Comfort, on 
June 12 and 13.
The usual entertainments were provided 
and everybody had a good time.
The address on Friday was given by the 
Honorable H. C. Morrisett, the State Tax 
Commissioner of Virginia. It was a very 
able presentation of State tax problems.
Saturday morning the Honorable Milton 
E. Carter, First Assistant to the Commis­
ioner of Internal Revenue, ably discussed 
the portion of the Social Security Act com­
ing under the control of the Internal Reve­
nue Department, and Charles B. Couchman, 
Chairman of the Committee on Natural 
Business Year of the American Institute, 
presented that subject in the light of pres­
ent possibilities of obtaining assistance from 
other organizations. Considerable advance­
ment has been made by accountants in per­
suading their clients that a change in fiscal 
year to a time when inventories are the low­
est is advantageous in securing a greater 
certainty as to profits or losses.
The banquet on Saturday evening was the 
occasion of an unusually interesting as well 
as instructive address by General H. C. 
Pratt, Air Corps, U. S. A., Commanding 
General, Langley Field, who spoke on the 
part of aviation in the national defense. The 
convention had had an inspection tour of 
Langley Field on Friday afternoon. Gen­
eral Pratt brought to the entire group a re­
markable picture of the advancement which 
had been made in spite of the agitation in 
some sources against any type of defense.
W ASHINGTON 
The annual meeting of the Washington 
Society of Certified Public Accountants was 
held on Friday evening, May 8 , at the Ra­
nier Club, Seattle.
Among the matters of business transacted 
was the adoption of a professional code of 
ethics. Officers were elected as follows: 
President, Neil Sexton; Vice-President, 
Louis Smith; Secretary-Treasurer, M. D. 
Isom; Auditor, P. R. Zimmerman.
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W ISCONSIN
At the recent annual meeting of the Mil­
waukee Chapter of the Wisconsin Society 
of Certified Public Accountants, held at the 
Ozaukee Country Club, the following offi­
cers and members of the executive commit­
tee were elected: Chairman, R. P. Kaess­
haefer; Vice-Chairman, M. A. Feldmann; 
Secretary-Treasurer, R. F. Linehan; Ex­
ecutive Committee: Fred A. Kirchoff and
H. E. Kunze.
The Outing and Annual Meeting of the 
Wisconsin Society of Certified Public Ac­
countants was held on June 24, 1936.
Over 100 were in attendance and golf, 
tennis, baseball, horseshoes, and swimming 
were enjoyed throughout the day. The golf 
tournament resulted in the low gross cup 
being won by Carl E. Dietze and the low net 
cup going to Shepard Barry.
Officers elected were: President, Carl E. 
Dietze; Vice-President, J. C. Gibson; Sec­
retary, George D. Spohn; Treasurer, A. F. 
N orth; Director-at-large, John J. Stier.
State Board News
MAINE
Chester M. Foss, C.P.A, of Portland, has 
been appointed a member of the Maine 
Board of Accountancy for a period of 
three years.
NOTE
One of our members is interested in pro­
curing a used set or any number of volumes 
of American Federal Tax Reports. Any 
one wishing to dispose of such volumes 
should notify the Secretary.
Announcements
I. R. Lashins & Company announce the 
removal of their offices to 29 Broadway, 
New York City.
Rudolph J. Englert, C.P.A., announces 
the opening of offices for the general prac­
tice of accounting at 285 Madison Avenue, 
New York City.
Charles S. Cowan, C.P.A., is now located 
at 1146 Henry Building, Seattle, Washing­
ton.
Chester P. Child, C.P.A., announces the 
removal of his Waterbury office to 43 East 
Main Street, Waterbury, Connecticut.
Sjostrom and Arner, Certified Public Ac­
countants, announce the removal of their 
offices to suite 222 Shoreland Arcade Build­
ing, 119 East Flagler Street, Miami, 
Florida.
Jeff K. Stone & Company, Certified Pub­
lic Accountants, announce the removal of 
their offices to suite 612 Chemical Building, 
721 Olive Street, St. Louis, Missouri.
Sexton & Scovil, Accountants and Audi­
tors, announce the removal of their Seattle 
offices to 1411 Fourth Avenue, Seattle, 
Washington.
The following editorial appeared in The 
Commercial Appeal, Memphis, Tennessee, 
for Saturday, May 30. 1936:
A  Debt To The Accountants
The business interests of the State are 
indebted to the Tennessee Society of Cer­
tified Public Accountants for their efforts 
in bringing about a clarification of the new 
franchise tax law.
At a conference in Nashville last month 
between representatives of the society and 
the commissioner of finance and taxation, 
Mr. Fort, the accountants protested against 
the commissioner’s ruling that a deficit in 
the surplus account of a corporation was not 
deductible in computing the amount of capi­
tal invested and that borrowed capital was 
to be added to the amount of capital stock 
and surplus to furnish the basis for taxation.
One result of the conference is a reversal 
of that ruling by the commissioner, as re­
ported in The Commercial Appeal of Fri­
day. The reversal not only places the basis 
of the tax upon what amounts to practically 
the net worth of the corporation, but it has 
removed the necessity of separate protests 
from each corporation, thus speeding up 
the operation of the law. Tax-collecting au­
thorities have been slow to concede that the 
easiest way to collect taxes is the best way, 
and that the simpler and more reasonable 
collecting methods are the better it is for all 
concerned.
Mr. Fort’s new ruling is sound.
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IN MEMORIAM
HARRY B. SCOTT, C.P.A. (West Virginia No. 18, November 1915; Penn­
sylvania No. 264, September 1921) passed away on June 14, 1936 in 
Cleveland, Ohio.
Harry Scott was born in Pittsburgh on May 8 , 1877 and was educated in 
the public schools of that city. He was a member of Sons of the American 
Revolution and was a descendant of Sir W alter Scott, Robert Fulton and 
Benjamin West. In early life he entered the banking business, going later into 
the accounting field. He was a Charter member of The American Society of 
Certified Public Accountants, holding certificate number 52, and took an 
active interest in its affairs as long as his health permitted. He and Mrs. Scott 
regularly attended the annual meetings of the Society where their congeniality 
of spirit engendered lasting friendships. He was three times elected State 
Representative from Pennsylvania, was a member of the Board of Directors 
in 1924-1925 and again in 1928-1929 and was Vice-President of the Society 
in 1925-1926. He had served as Chairman of the Committee on State Legis­
lation and as a member of the Committee on International Congress on 
Accounting (1929).
Deepest sympathy is extended to his widow, Mrs. Florence C. Scott and 
his three sons and two daughters who survive him.
At the recent annual meeting of the Pennsylvania Institute of Certified 
Public Accountants the following memorial, prepared by Frank Wilbur Main, 
was adopted:
The Pennsylvania Institute and the profession of the Certified Public Ac­
countant have sustained a genuine and severe loss, in the passing of our long­
time member, the late Harry B. Scott. Mr. Scott was one of the pioneer ac­
countants of Pennsylvania. He became associated with the Audit Company of 
Pittsburgh thirty or more years ago. The stockholders of this company, at one 
time, included a number of the outstanding industrialists and bankers of this 
district. It was not long until Mr. Scott was the head of the company. In due 
time Mr. Scott obtained a certificate from the State of West Virginia, in which 
State his company did a great deal of business. Later on, he obtained a Penn­
sylvania certificate, and from the beginning was very active. Recognizing the 
change in viewpoint as to the propriety of a corporation doing accounting work, 
the business of the Audit Company of Pittsburgh was succeeded by the firm 
of Scott, Boschert & Company, which firm served the Pittsburgh district, West 
Virginia, and other contiguous states for a long period of years. Eventually 
Scott, Boschert & Company was taken over by Richter and Company.
Some years ago Mr. Scott gave up the practice of accounting and became 
Vice-President of one of the banking institutions of Pittsburgh. In more 
recent years, he was associated with the Reconstruction Finance Corporation 
in its Cleveland office. For a number of years Mr. Scott has suffered from an 
incurable malady. At the beginning of this illness, a few years ago, Mr. Scott 
was considering the acceptance of an offer of the presidency of one of the Ohio 
banks, which office, if his health had permitted, he would have filled with honor 
and distinction.
During the years of illness which preceded Mr. Scott’s decease on last Sun­
day, June 14th, he carried on his work not only with ability, but with unflinch­
ing courage and hopefulness. Those of us who have seen him during recent 
years have been inspired with his tremendous interest in all that was worth 
while, and in his true sportsmanship in meeting the trials and tribulations of 
life in the same spirit with which he had met its successes.
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checks in order. Many models 
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To those who 
plan to take 
the next C.P.A. examination
I N addition to its regular
Course, the International 
Accountants Society, Inc., 
offers a special Coaching 
Course for Accountants who 
are planning to take the 
C.P.A. Examination.
This Course will be sup­
plied only to those who are 
already competent account­
ants, as no attempt is made 
to teach general accounting 
in this course. The instruc­
tion is pointed directly at 
the C.P.A. Examination.
Something more than a 
knowledge of accounting is 
necessary to insure success 
in the examination room.
Solving examination prob­
lems is vastly different from 
the usual work of making
Particularly noteworthy 
features o f  the training are:
100 problems in Practical Accounting 
with solutions and comments
100 questions and answers in Account­
ing Law
100 questions and answers in Auditing
100 questions and answers in Theory 
of Accounts 
Elaborate explanations and comments 
that include, in addition to the finished 
statements or solutions, such items as 
suggestions for “Notes to the Examiner,” 
working sheets, side calculations, use of 
proper terminology, and discussions of 
authoritative opinions.
Problems and questions (1) actually 
Used in a C. P. A. or an A. I. A. examina­
tion, or ( 2) specially prepared to train 
the candidate in handling certain points 
likely to be encountered in the examination.
Personal correction, criticism, and grad­
ing of every "examination paper by a 
Certified Public Accountant who has him­
self passed the C. P. A. examination. 
There are sixteen such Certified Public 
Accountants on the Active Faculty of the 
International Accountants Society, Inc.
audits, installing systems, or 
conducting investigations. 
Many men with little or no 
practical experience can solve 
C.P.A. problems readily— 
many others with years of 
experience flounder pitifully 
in the examination room. 
W HY? The candidate is 
required to work at top 
speed. He must work with 
limited information. He has 
to construct definitions. Very 
often it is necessary for him 
to use unusual working 
sheets.
The C.P.A. Coaching 
Course given by the In ter­
national A c c o u n t a n t s  
Society, Inc., prepares you 
to meet such conditions. 
The fee is $42, and the text 
consists of twenty lessons.
A BOOKLET, “How to Prepare for the C.P.A. Examination,” is available for those who  are in terested. For a free copy, ju s t w rite  your name and address below and mail.
I n t e r n a t i o n a l  A c c o u n t a n t s  S o c ie t y ,  Inc.
A Division o f  the ALEXANDER HAMILTON INSTITUTE
 To the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.
Send me the special booklet, “How to Prepare for the C. P. A. Examination,” 
which describes your special Coaching Course for Accountants.
Name___________________________ ____________Company._______________________________
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A  F a c t  Which Will I n t e r e s t  Y o u —
10% o f  a l l  C . P . A ’s  in  th e  U .  S . h a v e  been  
L a S a l l e  M e m b e r s !
MORE than 1,350 or nearly 10%, of the holders of C. P. A. certificates by examination in the United States have 
studied accounting or coached for the C. P. A. 
examination in the Higher Accountancy De­
partm ent of LaSalle Extension University.
And this figure takes no account of the many 
holders of certificates who have studied the 
LaSalle Accountancy course in other institu­
tions which use our text material as the basis 
for their training. Nor does it tell you that 
among this number are a number of the out­
standing leaders in the accounting profession. 
The full significance of these facts can only be 
appreciated when it is remembered that there 
are scores of high grade educational institutions 
—state universities, great endowed universities, 
colleges of commerce, and schools of accounting 
—from which come hundreds every year to 
practice accounting, and, sooner or later, to take 
the examination for the C. P. A. certificate. 
W e cite these facts—not by way of boasting— 
but as interesting evidence of the proven quality 
of LaSalle training in Accountancy. We are 
proud of our Accountancy training and service 
and desirous of having every accountant fully 
acquainted with it.
We have prepared an interesting 64-page 
booklet, “Accountancy, the Profession That 
Pays,” which discusses the problems and op­
portunities in accounting, and describes fully 
the LaSalle Accountancy Training and Service. 
This booklet will be sent free and without obli­
gation to any accountant or prospective ac­
countant who wishes it. Address our Dept. 
8351-H.
L A S A L L E  E X T E N S I O N  U N I V E R S I T Y
M I C H I G A N  A V E .  AT F O R T Y - F I R S T  S T .  C H I C A G O
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Some facts about
LASALLE
ACCOUNTANCY
TRAINING
Covers every phase of account­
ing from the Elem ents through 
C. P. A. Coaching and Special­
ized Accounting Electives.
Given in evening resident classes 
in Chicago—elsewhere by home 
study.
Includes a group of Post Grad­
uate E lectives —  covering spe­
cialized fields of accounting.
Continually revised and kept 
up to the minute.
Taught by the problem method 
—-learning by doing.
Backed with twenty-eight years 
of successful experience.
Adds to a thorough and high 
grade training in accountancy, 
a complete success building 
plan, including a number of 
valuable plus services such as:
Placement aid for employers 
and employes.
Expert consultation service 
on student’s business prob­
lems.
Business Conditions Reports.
In t h e  g e n e r a l  c o u r s e s  in  
Co m m e r c ia l  a n d  P r o f e s s io n a l  A c c o u n t in g , o f f e r e d  b y
THE  
AMERICAN ACADEMY OF ACCOUNTANCY
is included a specific course in
C orporation A ccounting
which includes among its many interesting studies, 
such matters as the following:
1. An illustrative case under 77B in bankruptcy.
2. A study of typical prospectuses recently issued under 
the regulations of the Securities and Exchange Com­
mission.
3. A discussion of the rules and regulations of the 
Securities and Exchange Commission, (including In­
struction Book for 10-K), and their effect and in­
fluence upon accountancy procedures.
4 .  A study of the recently developed form of account­
ants’ report and the 1936 revision of the Federal 
Reserve bulletin published by the American Insti­
tute of Accountants.
5 .  A study of straight-line and circuit relationships in 
combinations of corporations, the formula and equity 
methods of determining interests, and the method of 
developing formulas for use in preparing Consoli­
dating and Consolidated Statements.
A m erican  A cadem y  of A ccountancy
Executive Offices
720 N o r t h  M ic h ig a n  A v e .
Chicago , Ill in o is
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NOW that the members of the two national accountancy organizations
have voted in favor of a consolidation to take place as of August 
31, 1936, there still remain two items of paramount importance to the 
membership. One has to do with the proposed name of the consolidated 
organization, the other with the method or procedure of selecting and 
electing the governing body.
As to the name there are two distinct lines of thought on this propo­
sition; first, that the name “American Institute of Accountants” should 
be continued because it is short, generic, and has acquired considerable 
prestige; and second, that inasmuch as there is a change taking place, 
the matter of the name should be given careful consideration at this time 
and the words “Certified Public Accountants” should be included in 
whatever name is used.
The word “Accountant” is generic and in its broad sense includes 
accountants in private business, cost accountants, public accountants, 
certified public accountants, and all classes and types of accountants to 
anyone who wishes to classify them. The name including “Accountant” 
without the words “Certified Public” added is too general in character 
and not specific enough.
“Money” is another outstanding example of a generic word. It 
embraces monies of all nations and peoples and includes all coins and 
denominations—copper coins, nickels, silver coins, gold coins, paper and 
any and all material and items so used. It would be exceedingly annoying 
if a person making a request for a large sum of money without specifying 
the particular kind or denomination were provided with coins of great 
weight and of small value. This exemplifies the danger in the use of 
generic words.
It was stated by the Court in the case, Continental Insurance Co. v. 
Continental Fire Association 96 Fed. 846, “The word, ‘continental’ is a 
generic term, and it is not the policy of the law to permit the exclusive 
appropriation of words or terms which are generic; that is, which pertain
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to a class of related things, and which are of general application.”
It is conceded that the name “American Institute of Accountants” 
is short, generic, and has acquired considerable prestige, however, the 
word “accountant” without further limitations causes it to be highly 
objectionable. Our states and territories by legislative acts have recog­
nized the designation “Certified Public Accountant” ; it is the name by 
which the profession is known and it should be forcefully emphasized 
whenever and wherever possible.
The name of our professional organization should be definite, and 
specific and if the words “Certified Public Accountants” were used there 
could be no mistake as to the identity of the particular group of account­
ants referred to by the term. The word “Sterling” stamped on silver is a 
definite designation of a precious metal. So why not have a designation 
equally distinguishable in the name of our national professional organi­
zation.
The other item is that of regional representation and refers to the 
selection and election of the governing body and is of vital importance 
to the future progress of the organization.
As some confusion exists as to just what is meant by the term “Re­
gional Representation” it is timely to attempt to clarify this phrase. It 
merely contemplates a division of the United States and its territories 
into geographical districts based upon the number of members resident 
in each district, and the selection and election of a district representative 
to the governing body, this to be carried out by the members resident 
in the district. They alone shall nominate and elect by mail ballot their 
representative.
The proposed plan would eliminate the necessity of a nominating 
committee for Council elections and would also decentralize the power 
as only members resident in the various districts would be permitted to 
either nominate or ballot for their representative to the governing body. 
It would work no hardship on any member or on any section of the coun­
try. By this procedure the evils of centralized power would be eliminated.
We should profit by the unfavorable experience of other national 
professional organizations, and from the outset keep our governing body 
a decentralized one. Experience has taught them that national profes­
sional organizations cannot and do not thrive if their governing body is 
highly centralized and do thrive when it is decentralized.
It has been the custom in this country to permit the people resident 
within a given area or district to select and elect a person of their choice 
to represent them in matters of great importance. There are no good 
reasons why this practice should not be carried out in our professional 
organization.
The time is rapidly approaching when an opportunity will be given 
the members of the consolidated organization to vote on the two items
1936 THE CERTIFIED PUBLIC ACCOUNTANT 453
herein discussed and it is of paramount importance that each member 
give the matter careful consideration before casting his ballot.
F o r  O u r  Y o u n g e r  R e a d e r s
THE following Greetings to the Class of 1936 from Chancellor E. A. Burnett of the University of Nebraska, is valuable advice to those on the threshold of any career, from whatever background. It is also a 
spur to those of us a little further along who may have slipped into a 
sort of mental economy or stagnation:
I congratulate you upon your graduation from the University of 
Nebraska with honor, many of you with distinction. Your college years 
have widened your knowledge of the sources of culture. You have lived in 
an atmosphere of freedom and toleration of new ideas. Every incentive 
has been given you to acquire knowledge of the forces which motivate 
the world. As you pass from University halls into the marts of trade or 
technical employment you must fit yourself into your new environment 
without any feeling of superiority.
Your education should help you to fit into the pattern of your new 
work, but it is no guarantee of advancement over those not so favored. 
Adaptability to your new life, enthusiasm in your work, good personal 
relations with your associates, and mastery of your task will help you to 
succeed.
We are passing through a period of unemployment in which a defeat­
ist attitude dominates our thinking to an unwarranted degree. The youth 
of the land have been led to believe that opportunity to win success 
through efficiency has disappeared. Such a philosophy of life is fatal to 
high accomplishment.
You will do well to retain your idealism as you achieve practical 
success. Life is a continual process of aspiration and achievement. 
Richer rewards and finer compensations in life come from the service we 
give to others. May the years reveal to you the fuller import of life and 
the richer rewards of education through the service which you render to 
society.
Meet the world with courage. Shrink not from tasks because they 
are difficult; they lead to new and larger opportunity.
As the University has sustained you and given new power to your 
life, so we expect you to become the strong support of your Alma Mater. 
The great moral forces of the world are sustained through education with 
its idealism and its concern for human values. What you do in your 
generation to uphold education and provide financial support for your 
University will determine whether or not it is to be a dynamic force in the 
life of your children and their generation. May God go with you and 
pilot you.
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1 9 3 6  A n n u a l  M e e t i n g
F o r t  W o r t h , T e x a s , O c to ber  17-18
AT the Kansas City meeting last year it 
 was decided to hold the 1936 meeting 
at Minneapolis on the invitation of the Min­
nesota Society extended the previous year.
At the same meeting negotiations with the 
American Institute looking toward a con­
solidation of the two national bodies were 
continued. Recently the Executive Commit­
tees of the two bodies agreed to put out 
jointly to the individual members of each 
a questionnaire accompanied by a proxy 
which could be utilized at the time of the 
annual meeting of the American Institute 
for the purpose of sending down to the 
membership, as then constituted, two 
amendments which had been suggested by 
The American Society. The two commit­
tees agreed that if affirmative votes were 
received from a majority of the members of 
each organization on the three questions sub­
mitted it should be considered as a mandate 
to complete the consolidation and prepare 
for submission to the annual meeting such 
amendments as would cover the points at 
issue.
Both the Institute and The Society are 
pleased to announce that a majority affirma­
tive vote has been received from their mem­
bers for each of the three questions sub­
mitted. The consolidation will therefore be 
effected as of August 31, 1936, which is the 
close of the fiscal year of each group, al­
though it will not be possible to complete 
the details in connection therewith until to­
ward the close of the present calendar year.
As rapidly as possible the transfer blanks 
will be mailed out to the members of The 
Society who are not already members of the 
Institute and on their return the President 
and Secretary of The American Society will 
certify to the fact that the individuals are in 
good standing in The American Society as 
of August 31, 1936, and the process of 
transfer will be begun. As far as it can be 
accomplished, transfers will be made prior 
to the annual meetings of the two organ­
izations.
From a year after The American Society 
was organized there have been regularly be­
tween five and six hundred certified public 
accountants who have maintained their
membership in both. That joint member­
ship will therefore be steadily increased dur­
ing the period between August 31 and the 
date of the final transfer.
There are still some less important and 
yet necessary decisions to be reached by both 
the Institute and The Society and it was 
felt that it would be better if the two annual 
meetings this year might be held at prac­
tically the same time and, if possible, the 
same place. The Minnesota boys, loyal to 
the interests of the profession, were in 
agreement with that belief. In fact, they 
voluntarily suggested that a change might 
be helpful to the cause.
In the July issue of T h e  C e r t if ie d  P u b ­
l ic  A c c o u n t a n t  it was announced that the 
meeting of The Society would be held at 
Dallas, which is the place where the Institute 
will hold its meeting. Prior to that issue 
there was no opportunity to check up on 
possible local conditions. The Institute 
meeting is scheduled for October 19-22 at 
the Hotel Baker, Dallas. It was desired to 
hold the Society meeting there the 17th and 
18th, just preceding the Institute meeting, 
but it was found that the big Intersectional 
Football Game in connection with the Dallas 
Exposition was scheduled for October 17 
and suitable hotel accommodations for those 
days were out of the question.
Fort Worth, located only 36 miles away, 
is the home of a large group of certified 
public accountants and the matter was taken 
up with them through one of their number 
as to possible arrangements at Fort Worth. 
After considerable correspondence between 
the Executive Committee and a checking of 
all possible arrangements, it has been de­
cided that the annual meeting of The Amer­
ican Society will be held at the Hotel Black­
stone, Fort Worth, on October 17 and 18. 
This will permit the members of The Soci­
ety to go over to Dallas on the morning of 
the 19th and be cared for at either the Hotel 
Adolphus, which will be considered as our 
headquarters, or at the Hotel Baker across 
the street, the headquarters of the Institute. 
The Texas State Society appointed a com­
mittee of which Arthur Upleger is chair­
man, to take charge of local arrangements.
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Railroad rates to Texas are joint rates to 
both Fort Worth and Dallas. In general 
terms, those from the East will buy to Fort 
Worth and can stop off at Dallas, and those 
from the West will buy to Dallas and can 
stop off at Fort Worth.
In both cities there are anniversary events 
that will be interesting to our membership 
from other sections of the country. Texas 
is our greatest State in size and has been 
under more flags than any of our other 
states. It is putting on a series of commemo­
rative celebrations so that at some time dur­
ing the year every city in the entire State 
will have been host to visitors from the 
entire country.
The celebration at Fort Worth takes the 
form of a Frontier Centennial. At Dallas 
it is more nearly of the type of the Chicago 
Exposition. To attend both meetings will 
afford those who use the time as a vacation 
period to not only enjoy the entertainment 
features of the celebrations but the profes­
sional features of the two annual meetings.
It will be necessary for those who attend 
to make reservations in each of the cities. 
This, of course, will be an additional trouble, 
but it is believed that it will be more than 
offset by the double opportunity which will 
be offered. All the Texas celebrations are 
drawing large crowds and it will be very 
necessary for reservations to be made early.
In making general reservations The Soci­
ety has estimated as liberally as it could the 
requirements that will be needed and so has 
the Institute for its meeting. In case, how­
ever, it should develop that the general re­
servations are not proving sufficient by rea­
son of an unusually large prospective at­
tendance, that fact should be known early 
enough so that none of the members will be 
disappointed.
The full programs for both meetings will 
be given in the September issue, but those 
who are contemplating attending should im­
mediately make their reservations to the 
Hotel Blackstone, Fort Worth, and to the 
Hotel Adolphus, Dallas, or if they are in 
a party that is using the Hotel Baker at Dal­
las they should apply to i t .
An outline of the programs is as follows: 
OCTOBER 17—In addition to meetings 
of the Board of Directors there will be a 
ten o’clock meeting at the Hotel Blackstone,
Fort Worth, and a two o’clock meeting in 
the same place. It is probable that the eve­
ning will be spent in the Frontier Centennial 
Grounds dining together and enjoying music 
and a show conducted by Paul Whiteman 
with such entertainers as Sally Rand and 
Ann Pennington. (Wives better come 
along!)
OCTOBER 18—In the morning there 
will be a general breakfast with special re­
union groups of those present at the organ­
ization meeting, those who are charter mem­
bers, those who have served as officials, all 
joining together in a program wherein a 
toast will be given to the history of The 
American Society as well as to the future of 
the accountancy profession.
OCTOBER 19—On the morning of the 
nineteenth The Society will trek from Fort 
Worth to Dallas. The Council of the Insti­
tute will be in session and there will be a 
business meeting of the Association of Cer­
tified Public Acountant Examiners. In the 
afternoon there will be a meeting of the 
Advisory Council of State Society Presi­
dents with a round-table discussional group 
of State Accountancy Board members. In 
the evening there will be an open reception 
and a program under the auspices of the 
Certified Public Accountant Examiners.
OCTOBER 20—There will be the usual 
opening session of the Institute and in the 
afternoon there will be three regularly pre­
pared addresses.
OCTOBER 21—In the morning there 
will be round-table discussions. The after­
noon will be taken up with the regular golf 
and tennis tournaments and the evening will 
be given over to entertainment at the Cen­
tennial Exposition.
OCTOBER 22—There will be a business 
meeting followed by two addresses in the 
morning and in the afternoon there will be 
two round-table discussions. The annual 
banquet will be held in the evening.
Special programs will be arranged for the 
ladies at Dallas.
The Fort W orth meeting will be planned 
with the idea that the entire group will enjoy 
their entertainment together and the pro­
grams will be of such a character as that it 
is hoped the ladies will be interested in them 
as well.
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A c c o u n t i n g  F e a t u r e s  o f  t h e  I l l i n o i s  
B u s in e s s  C o r p o r a t i o n  A c t  *
by R o ber t  E. P a y n e , C.P.A., Chicago, Ill.
THE Business Corporation Act of Illi­nois was enacted in June, 1933, and is 
a modern law governing the formation and 
conduct of corporations in this State. The 
original draft of the law was begun as 
early as 1929 under the direction of the 
Drafting Committee of the Corporation 
Law Committee of the Chicago Bar Asso­
ciation. It was prepared for submission to 
the 1931 Legislature, which then appointed 
a Commission to give it further con­
sideration before its enactment.
It is not necessary, or possibly advisable, 
that a public accountant become a lawyer; 
however, it is important that he be familiar 
with the provisions of the corporation laws 
of the states wherein his clients are incor­
porated, so that he may scan the accounts 
of the corporation for the benefit of the 
clients’ legal counsel. An attorney cannot be 
expected to analyze the corporate records 
to see that the corporation has followed 
his instructions, but the public accountant 
is in a position to do this for him and, while 
the accountant cannot pass judgment in 
legal matters, he should nevertheless be in 
a position to call the attention of counsel to 
apparent legal discrepancies. For genera­
tions the lawyer has sat on the right hand 
of his client in his business transactions but 
now modern methods demand that the ac­
countant be included so that the two may 
work together for the client’s benefit. The 
prime importance of this has become 
especially significant since the passage of 
the Securities Act of 1933 and the Securities 
and Exchange Act of 1934.
Unfortunately, orthodox legal concepts 
of accounting matters, as covered by most 
State corporation acts, do not conform very 
closely to accepted principles of accounting, 
and frequently the statute is either silent or 
exceedingly ambiguous. However, the Illi­
nois Act comes closer than most of them,
*A paper delivered before the H. A. Resident 
School of LaSalle Extension University, March 
24, 1936.
while still leaving much to be desired. Cer­
tain features of it are of special interest 
and importance to the accountant in con­
nection with the proper performance of his 
work. I will attempt to touch on only the 
more important and interesting of them.
Section Two of the law states certain 
definitions and among these it is noted that 
the term “shares” has been used throughout 
the Act to designate the units into which the 
shareholders’ rights to participate in con­
trol, in profits, or distribution of assets, are 
to be divided. Thus the term “shares” re­
places the ambiguous term “capital stock” 
of the previous Act. It is also noted that the 
term “shareholder” indicates one who is a 
holder of record of shares in a corporation. 
Therefore one does not become a share­
holder within the meaning of the Act until 
the issuance of a certificate to him, or at 
least until the books of the corporation 
make a proper record of the persons who 
have subscribed or purchased its shares. 
However, there is one exception to this 
rule. By express provision of the Act, pre­
organization subscribers are deemed share­
holders upon the filing of the Articles of 
Incorporation in the office of the Secretary 
of State. It should also be noted the law 
prohibits the issuance of a certificate evi­
dencing ownership of shares until the 
shares to be represented by the certificate 
are fully paid. Also, while payment for 
shares may be wholly or in part in money, 
in other property tangible or intangible, or 
in labor or services actually already per­
formed for the corporation, nevertheless, 
neither promissory notes nor future ser­
vices shall constitute payment or part pay­
ment for shares of the corporation.
It is important that the accountant know 
this when making his examination because 
the company may have failed to consult its 
attorney on such detail, and if promissory 
notes have been accepted by the corporation 
or if shares have been issued for future 
services, it is important that the accountant 
take up the matter with the client for the
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purpose of having him refer it to counsel.
Further points which concern the ac­
countant’s work are stated capital, paid-in- 
surplus, and the use of the term “net assets.” 
Other points which we may cover have to 
do with consideration received for shares; 
the necessary valuation of such consider­
ation by the Board of Directors; the power 
of a corporation to acquire its own shares 
and the effect of such an acquisition on its 
earned surplus available for dividends; the 
limitations placed on the Board to declare 
dividends; legal methods of reducing stated 
capital in certain cases ; the legal steps neces­
sary to be taken if paid-in surplus is to be 
reduced; and both the civil and criminal 
liability of directors for loans made by a 
corporation to its officers or directors.
The stated capital of an Illinois corpora­
tion is definitely defined to characterize the 
amount invested by the shareholders as a 
relatively permanent contribution to the 
assets of the corporation. In the balance 
sheet, stated capital is shown in what is 
ordinarily termed capital stock accounts. As 
of a definite time, stated capital is computed 
only with respect to shares then issued but 
it is important to note that shares then 
issued must include shares belonging to the 
corporation, although they are no longer 
outstanding. Such shares are technically 
known as treasury or reacquired shares as 
distinguished from unissued or cancelled 
shares. Stated or legal capital in Illinois, 
therefore, represents the permanent part of 
the investment or contribution made by 
stockholders.
Stated capital consists of the par value 
of all shares then issued having a par value, 
and cannot be less than the par value. Added 
to this is the consideration received for all 
shares without par value except such part 
of the consideration received for no par 
shares as may have been allocated otherwise 
than to stated capital in a manner permitted 
by law. Such allocation refers to the fact 
that a part of the consideration received for 
no par shares may be allocated to paid-in 
surplus by the Board of Directors at the 
time of issue. The consideration received 
for shares, therefore, can become stated 
capital or paid-in surplus only and, as said 
before, in the case of par value shares, the 
amount which becomes stated capital cannot 
be less than the par value. Premium paid
to the corporation on par shares becomes 
paid-in surplus. Consideration received for 
no-par shares, which may be allocated in 
part to paid-in surplus, must be so allocated:
(a) immediately in the case of cash and (b) 
within sixty days in the case of property. 
The only other limitation placed on this 
allocation is the fact that it cannot be an 
amount which, would reduce the stated value 
of preference shares below their value in 
involuntary liquidation. This latter clause 
remedies a flaw in other corporation acts 
like Michigan’s, though Michigan does at­
tempt some restriction by placing a limit of 
50% on such allocation.
The accountant, in making his examina­
tion therefore has the following facts to 
consider when determining the accuracy of 
the Illinois client’s accounting for stated or 
legal capital:
1. Consideration received for par value 
shares must be reflected in the capital 
stock account in an amount equal to at 
least the par value of such shares.
2. Consideration received by the corpo­
ration for any of its no par shares will 
also be reflected in stated capital for 
the full amount received unless it has in 
part been allocated to paid-in surplus 
and such allocation must have been 
authorized by appropriate action of the 
Board of Directors:
A—Immediately, if such consideration 
was received in cash, or 
B—Within sixty days, if such con­
sideration was received in property.
3. Stated capital must be represented by 
issued shares and therefore must in­
clude the par or stated value of treasury 
or reacquired shares in addition to the 
outstanding shares.
If no action has been taken by the Board 
within these time limits, it is a point which 
must be referred to the client for the atten­
tion of his attorney. In the absence of the 
proper Board action, the attorney will al­
most certainly decide that the action of the 
officers of the corporation in allocating a 
part of the consideration to paid-in surplus 
was illegal. This naturally has a definite ef­
fect on the capital and surplus section of the 
balance sheet which the accountant is about 
to prepare.
In passing, it should be noted that the 
time limit for the allocation of consideration
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to paid-in surplus is measured by the time 
elapsed after the issuance of the shares. 
This point was an interesting one in con­
nection with a recent examination for one 
of our own clients. The corporate records 
indicated by their entries that certain prop­
erty and cash had been transferred to the 
corporation for certain shares of its no-par 
value capital stock, supposedly issued six or 
eight months prior to the date of the balance 
sheet. According to the entries, the trans­
action had been completed and a part of the 
consideration so received for the no-par 
shares was transferred to paid-in surplus. 
However, no directors’ minutes could be 
found which authorized this allocation, The 
accountant in charge of the audit took the 
matter up with one of the officers of the 
corporation to point out that he should con­
sult counsel and obtain a definite opinion as 
to whether the corporation was legally em­
powered by the Illinois Act to show an ac­
count known as paid-in surplus.
The following morning this officer 
astonished the accountant by informing him 
that everything was okay, as counsel had 
stated that the law provided that such action 
by the Board of Directors could be taken 
within sixty days after the issuance of the 
stock and that in this case the stock had not 
even been issued and that, therefore, the 
time had not expired. The accountant’s 
astonishment was because if this was true, 
then the corporation may not have yet ac­
quired any property, and as the examination 
was being made subsequent to the date of 
the balance sheet, the corporation may not 
have technically owned the assets purported 
to be owned by it at the balance-sheet date, 
nor was there any outstanding capital stock 
of any such amount as shown by the corpo­
rate records. Counsel for the corporation 
cured this unfortunate condition by having 
the corporation issue its stock as of a date 
prior to date of balance sheet, and receive 
its bill of sale from the vendors similarly 
dated. This still did not give the corporation 
any paid-in surplus at the balance-sheet date 
because, legally, all consideration is stated 
capital under the Illinois Act, until specific 
action is taken by the Board of Directors 
and in this case, there was no recorded ac­
tion of the Board prior to December 31. 
The Board did, however, in a January meet­
ing, ratify the action of the officers in allo­
cating blank dollars of the consideration 
to paid-in surplus, and a notation of this 
Board action was made by the accountant on 
the face of the balance sheet being prepared 
for publication.
Another point which must be kept in 
mind when a corporation receives property 
in consideration for the issuance of its 
shares, is the fact that the Board of Di­
rectors must place a valuation on this prop­
erty at the time it is received. This valua­
tion is considered conclusive in the absence 
of fraud. In the above mentioned case, the 
Board had not taken any action of any kind 
and therefore had also failed to place any 
valuation on the property. In the subsequent 
January meeting, however, it ratified the 
action of the officers in placing valuations 
on the property as evidenced by the entries 
which were made on the books.
In the past, accountants have been prone 
to consider that property of a corporation 
could be considered as shown at cost for 
the amount of the par or stated value of the 
shares of stock issued therefor. The Secu­
rities and Exchange Commission, however, 
in its A -1 form, requires that where a valua­
tion is placed on property by the Board of 
Directors at the time of the issuance of 
shares, the balance sheet must disclose the 
fact that the property values are based on 
this Board action and not cost and should 
state the basis of such directors’ valuation.
S. E. C. is performing a service to the 
accounting profession in requiring such dis­
closures of fact.
We have considered the manner in which 
stated capital comes onto the books of the 
corporation at the time consideration is re­
ceived for shares issued by it, and have 
determined from this that all consideration 
remains stated capital unless the Board takes 
action to transfer a portion of the consider­
ation received for no par value to an account 
known as paid-in surplus within certain 
limits of time. Stated capital may not be 
reduced by any other methods unless at 
some later date the par or stated value of 
shares, or the number of shares, is reduced 
by appropriate corporate action in order to 
provide surplus for various or specific pur­
poses. This point will be discussed later. 
Stated capital, however, may be increased 
at any time by appropriate corporate action
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whereby transfers are made from one or 
more of the surplus accounts to stated capi­
tal either directly or by the issuance of stock 
dividends. Such an increase may be made 
not only in respect of shares without par 
value but also in respect of shares with par 
value if only par value shares are outstand­
ing. In the case of par shares, such a trans­
fer, of course, results in stated capital which 
is in excess of the par value of the shares. 
Also such transfer must be properly re­
ported to the Secretary of State.
It can be readily seen that the accountant 
must be cognizant of these legal require­
ments in order that his balance sheet may 
properly reflect the legal capital and paid-in 
surplus of an Illinois corporation and 
apparent discrepancies should be referred to 
legal counsel.
In Section 60, the Law states that “The 
surplus, if any, created by or arising out of 
the reduction of the stated capital of a corpo­
ration, shall be deemed to be paid-in surplus, 
except where such reduction is effected by 
the cancellation of its own shares belonging 
to the corporation, or by the redemption and 
cancellation of shares, in either of which 
event the paid-in surplus, if any, created by 
such reduction shall not exceed the amount 
by which the stated capital represented by 
such shares exceeded the cost thereof to the 
corporation.” It was pointed out above that 
consideration received by an Illinois corpo­
ration in excess of the par value of par 
value shares (in other words premium) is 
considered to be paid-in surplus and also 
that a part of the consideration received 
for no-par value shares may b e credited to 
paid-in surplus, but here we find that it may 
also come about through a direct reduction 
of stated capital by reduction or cancellation 
of shares. Also while it does include 
amounts contributed by shareholders pro 
rata after the issuance of their shares, it 
does not include surplus arising from con­
tributions from shareholders not pro rata 
or by persons other than shareholders. It 
has also been ruled by the Attorney General 
that profits realized on the sale of treasury 
shares of a corporation do not fall within 
the statutory definition of paid-in surplus. 
(Op. No. 526, November 10, 1933 infra p. 
10° . )
The reason that the Bar Association’s 
Committee provided for such an account as
paid-in surplus, was to enable a newly 
organized corporation to pay dividends on 
preferred stock during its initial periods of 
development, pending the commencement of 
operations from which earnings available 
for dividends could be realized. For ex­
ample, “X” Corporation may have been 
organized on the first of January, 1935 and 
it may be necessary for the corporation to 
provide working capital and funds for the 
purchase of plant and equipment by the 
sale of preferred stock. Preferred stock, 
however, is usually for a definite par or 
stated value, or at least it carries a fixed and 
often a cumulative dividend rate per share. 
It would, of course, be very unusual, and 
certainly disastrous to the financial credit 
of the corporation if it were to fail almost 
immediately to pay a dividend due on its 
preferred stock, and it is not unusual for a 
corporation to go through a year or two of 
operations without earnings sufficient to pay 
dividends. By this method of providing paid- 
in surplus out of which dividends may be 
legally paid on preferred stock, financing at 
the outset of the enterprise is facilitated. 
The law further provides that no declara­
tion of dividends may be made out of paid- 
in surplus except to preference shares, and 
further, in order to avoid deception, it stipu­
lates that such preferred dividends paid 
shall be made only upon condition that the 
source of the dividends is disclosed at the 
time of the payment thereof. In other words, 
preference shareholders receiving dividends 
which are paid out of paid-in surplus ac­
count must be notified that they are being 
so paid.
The accountants who worked with the 
Bar Association’s Committee in the prepara­
tion of the Act were agreeable to the above 
stipulation but were not agreeable to an 
interpretation which was placed on the 
wording of the Act which permitted a defi­
cit arising from operating or other losses, 
or from shrinkage in asset values, to be 
charged against paid-in surplus. Inasmuch 
as common dividends cannot be paid out of 
paid-in surplus, it is, in the opinion of some 
accountants, impossible to charge an oper­
ating deficit to paid-in surplus without mak­
ing it possible later to pay dividends out of 
paid-in surplus.
An amendatory act, making provision for 
application by the Board of Directors of an
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operating deficit against paid-in surplus, 
was added and approved on May 18, 1934 
which is Section 60 (a). This section seems 
to make the Act contradict itself. Section 41
(b) of the Act reads—“Dividends may be 
paid out of paid-in surplus or surplus aris­
ing from the surrender to the corporation of 
any of its shares only upon shares having a 
preferential right to receive dividends, pro­
vided that the source of such dividends shall 
be disclosed to the shareholders receiving 
such dividends, concurrently with payment 
thereof.” Section 60 (a), however, reads— 
“A corporation may, by resolution of its 
Board of Directors, apply any part or all of 
its paid-in surplus to the reduction or elimi­
nation of any deficit arising from operating 
or other losses or from diminution in value 
of its assets.” To the accountant it seems 
obvious that we have first a statement to the 
effect that dividends may be paid out of 
paid-in surplus only to preferred share­
holders and if, therefore, earned surplus 
deficits are permitted to be charged against 
paid-in surplus, it must later (if the corpo­
ration has made earnings of a sufficient 
amount) result in an earned surplus which 
is larger than it would be otherwise, by the 
amount of the deficit which was previously 
absorbed by charges to paid-in surplus. It 
naturally follows then, that such earned 
surplus will include an amount available for 
dividends to common shareholders which in 
fact is equal to and represents paid-in sur­
plus previously transferred to it.
Another objection which the accountants 
raised was the fact that Section 60 (a) per­
mitted such a charge to paid-in surplus only 
by a resolution of the Board of Directors 
instead of the more logical vesting of 
authority in the shareholders themselves.
In Section 41 regarding dividends, the 
Board of Directors are given power to de­
clare and pay dividends on outstanding 
shares in cash or in property or in its own 
shares subject to certain conditions of 
which, the above stipulation in regard to 
paid-in surplus is one. Notice the wording 
“outstanding shares” as this indicates, and 
properly so, that dividends should not be 
declared on treasury shares.
Section 41 (a) stipulates that no divi­
dends shall be declared or paid at a time 
when the corporation is insolvent, when its 
net assets are less than its stated capital, or
when the payment thereof would render the 
corporation insolvent or reduce its net assets 
below its stated capital. In a later part of 
this paper, we will consider an important 
fact which has a bearing on this particular 
section, namely, the definition of net assets 
which excludes treasury shares.
Another section in regard to dividends 
stipulates that no dividends may be paid out 
of surplus arising from unrealized appre­
ciation in the valuation or re-valuation of 
assets unless such dividends are paid in the 
corporation’s own shares. This is very much 
in accord with sound principles of account­
ing. If a corporation feels it advisable to in­
crease the value of a fixed or other asset, 
it should necessarily credit an account for 
unrealized appreciation, but this unrealized 
appreciation should not be available for dis­
tribution to shareholders as cash dividends 
unless, and until, such appreciation is 
actually realized by a disposition of the 
asset. However, dividends paid in capital 
stock of the corporation are in reality not 
dividends at all. Dividends of such nature 
are made pro rata and therefore if I, as an 
individual shareholder, own 1 0 % of the 
stock of the corporation, my share in any 
stock dividends will also be 10%. There­
fore, after the entire stock dividend has 
been distributed to all shareholders, my per­
centage of ownership in the corporation re­
mains unchanged. In other words, it is still 
the original 10%. The effect of distributing 
appreciation surplus in stock dividends, 
therefore, merely transfers such appre­
ciation surplus from that account on the 
balance sheet to stated capital.
We may digress for a moment to point 
out that an action of this kind by the di­
rectors by which an account “appreciation 
surplus” is removed from the balance sheet, 
brings up the interesting question of the 
proper treatment of depreciation on appreci­
ation. Some accountants contend that if a 
corporation appreciates its assets by setting 
up additional values on the balance sheet, it 
should in turn depreciate the appreciation 
and charge it, together wth the regular de­
preciation, to the current year’s income. 
Other accountants have stated that depreci­
ation on such appreciation may properly be 
charged to appreciation surplus. Mont­
gomery, in his late book, states that it may 
be charged, but I wonder if there may not
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be some significance to his use of the word 
“may” as indicating a feeling that it prob­
ably should not be so charged. Regardless of 
how this question may be decided when 
appreciation surplus alone is involved, the 
question becomes very much more important 
if the appreciation surplus is later frozen 
into the captal stock account. For example, 
had the appreciation been reflected in the 
capital stock account at the time the stock 
was originally issued, all of us would no 
doubt contend that annual depreciation 
charges on the entire valuation should be 
taken through income. It seems, then, that 
the same result may be achieved by this 
reasoning if the appreciation surplus were 
later frozen in the capital stock account. In 
fact, in such a case no appreciation surplus 
would remain to absorb such a charge. 
Therefore, if a corporation, prior to a stock 
dividend declared out of appreciation sur­
plus, had followed the practice of charging 
depreciation on appreciation to appreciation 
surplus, it would nevertheless seem proper 
that they later be required to charge such 
depreciation to income. In fact, the Securi­
ties and Exchange Commission will not per­
mit them to handle it in any other manner 
than as a charge to income if it is frozen in 
the capital stock account.
Another stipulation in the dividend sec­
tion of the Illinois Act is to the effect that 
no dividend payable in its own shares shall 
be paid in shares having preference as to 
dividends over the shares upon which such 
dividend is paid unless the payment thereof 
is authorized by the articles of incorpo­
ration.
Another section stipulates that at the time 
dividends are paid in its own shares having 
a par value there shall be transferred to 
stated capital at the same time an amount of 
surplus equal to the aggregate par value of 
shares to be issued as a dividend and that 
if the dividend is payable in its own shares 
without par value there shall be transferred 
from surplus to stated capital an amount 
equal to an aggregate value fixed by the 
Board of Directors by resolution and such 
amount shall be disclosed to the share­
holders receiving such dividends.
It is, of course, important that the ac­
countant know these provisions of the law 
in regard to the declaration of dividends so 
that he may call to the client’s counsel’s
attention anything of an irregular nature 
that may be disclosed by his examination.
Further side remarks might be injected 
at this point in regard to the above com­
ments concerning surplus created through 
reduction in the par or stated value of out­
standing shares or in the reduction of 
number of shares outstanding. In the recent 
years of depression many earned surplus 
accounts have turned to a red figure, or 
deficit, and it has become quite usual for 
corporations to provide capital surplus by 
a reduction of par or stated value or number 
of shares outstanding. It is common practice 
to then order the earned surplus deficit as 
at that date to be charged against the surplus 
so created. The problem which confronts 
the accountant is, naturally, one of proper 
disclosure. For example, assume that a 
corporation has outstanding 15,000 shares 
of $1 0 0 .0 0  par value capital stock thus giv­
ing it a stated capital of $1,500,000.00. Sup­
pose that at the same time it has an earned 
surplus deficit on the books amounting to 
$400,000.00, which it wishes to clear from 
the records. This surplus may be obtained 
either by reducing the par value or reducing 
the number of shares. In an actual case last 
year, one share out of each three shares out­
standing was called for cancellation. In 
other words, two shares were issued for 
each three outstanding. This provided 
$500,000.00 of capital surplus and the 
Board at the same time resolved that the 
$400,000.00 earned surplus deficit, then ap­
pearing on the books, should be charged 
against the surplus so created.
The accountants, in attempting to display 
this fact, showed the capital stock account 
with a notation in regard to the reduction 
which had taken place. They then showed 
surplus arising from recapitalization as at 
January 1, 1934, and on the next line they 
deducted from this surplus the earned sur­
plus deficit existing as at that time, and ex­
tended the net result. When it came to dis­
play earned surplus, they showed earned 
surplus “since date of recapitalization Janu­
ary 1, 1934.” This, in their opinion, fully 
disclosed the transaction. Earned surplus so 
labeled may be known as “dated surplus.” 
There is still, however, a question confront­
ing the accountant which has to do with 
continued disclosure. In other words, for 
how many years, if any, subsequent to the
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balance sheet so prepared, will it be neces­
sary for the accountants to disclose the 
change in surplus brought about by this 
recapitalization? It is obvious, of course, 
that they will always be required to show 
earned surplus “subsequent to date of re­
capitalization January 1, 1934” but the next 
question is whether the amount of capital 
surplus and the deficit absorbed thereby 
should continue to be disclosed or whether 
the net figure of capital surplus will be suffi­
ciently informative in future balance sheets.
In practically every State in the Union, 
except one, a corporation has the power, 
directly or implied, to purchase its own 
shares. In Illinois, this power is granted in 
the following wording of Section 6 , reading 
as follows:
“ P o w e r  o f  C o r p o r a t io n  to  A c q u ir e  
I t s  O w n  S h a r e s . A  corporation shall 
have power to purchase, take, receive, 
or otherwise acquire, hold, own, pledge, 
transfer, or otherwise dispose of its own 
shares, provided that it shall not purchase, 
either directly or indirectly, its own shares 
when its net assets are less than the sum 
of its stated capital, its paid-in surplus, 
any surplus arising from unrealized appreci­
ation in value or revaluation of its assets 
and any surplus arising from surrender to 
the corporation of any of its shares, or when 
by so doing its net assets would be reduced 
below such sum. Notwithstanding the fore­
going limitations, a corporation may pur­
chase its own shares for the purpose of
(a) Eliminating fractional shares.
(b) Collecting or compromising claims 
of the corporation, or securing any 
indebtedness to the corporation pre­
viously incurred.
(c) Paying dissenting shareholders en­
titled to payment for their shares in 
the event of a merger or consolida­
tion or a sale or exchange of assets.
(d) Effecting the redemption of its pre­
ferred shares as otherwise permitted 
by this Act.”
An analysis of this wording proves ex­
tremely interesting. In the first place, a 
definition of net assets shown in Section 2 
(m) of the Act reads as follows:
“ ‘Net assets,’ for the purpose of deter­
mining the right of a corporation to pur­
chase its own shares and of determining the 
right of a corporation to declare and pay
dividends and the liabilities of directors 
therefor, shall not include shares of its own 
stock belonging to such a corporation.”
Net assets necessarily represent the sum 
of the assets minus the liabilities, which, of 
course, are represented by the capital and 
surplus accounts. This definition in the Act 
is given for the purpose of definitely exclud­
ing a corporation’s own shares for the pur­
pose of determining net assets. Second, it 
will be noted that the purchase of its own 
shares is limited to that part of net assets 
(exclusive of treasury shares) which is in 
excess of stated capital, paid-in surplus, ap­
preciation surplus, and donated surplus. In 
other words, it is a back-handed definition 
of earned surplus, unless one does not con­
sider profit from sale by a corporation of 
its own shares as earned surplus.
Over a period of several years, account­
ants at one time or another have attempted 
to define earned surplus. A special commit­
tee of the American Institute of Account­
ants arrived at a definition which they rec­
ommended but in which I understand all 
members of the committee did not concur. 
The Bar Association’s Committee wished 
to include a definition of earned surplus in 
the Act, so that it would be definitely under­
stood that treasury shares could be pur­
chased only out of assets represented by 
such surplus, but inasmuch as they were 
faced with the difficulties encountered by 
the accountants themselves, they decided to 
arrive at a statement of such surplus by a 
process of elimination. Stated capital and 
paid-in surplus are definitely defined by the 
Act and unrealized appreciation of value or 
revaluation of assets is something fairly 
easy to determine. Likewise, donated sur­
plus is a fairly definite kind of surplus. 
Therefore, by this process of elimination, 
they avoided the necessity of defining earned 
surplus by stating what did not constitute 
earned surplus.
Treasury or reacquired stock may be de­
fined as shares of capital stock which, after 
having been issued fully paid, are subse­
quently acquired (by purchase or gift) by 
the issuing corporation but not cancelled. 
Its status as treasury stock is lost when it 
is formally cancelled by legal procedure. 
Treasury stock may, of course, be acquired 
by an expenditure of cash or by an exchange
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for some other asset. It may also be ac­
quired in settlement of patent or other suits 
or by donation. The matter of its valuation 
for balance sheet purposes is a problem 
which we will not touch on here, but insofar 
as the balance sheet display of treasury stock 
is concerned it may be pointed out that some 
corporations carry such stock as an asset 
while others deduct it at its par or stated 
value from the capital stock account, and 
still others deduct it from combined capital 
stock and surplus at cost. The latter method 
seems to be in more current favor unless 
there are very distinct and definite reasons 
for showing it otherwise.
Certain members of the Chicago Bar As­
sociation’s Committee contend that the ex­
clusion of treasury stock from net assets for 
the determination of surplus available for 
dividends precludes the possibility of show­
ing treasury stock of an Illinois corporation 
as an asset. While agreeing that except 
under very special circumstances treasury 
stock should not be shown as an asset, never­
theless, many accountants, including myself, 
cannot agree with certain members of the 
Bar Association’s Committee that an Illinois 
corporation is barred by the wording of the 
Act from showing it as an asset if immediate 
circumstances indicate a distinct reason for 
doing so.
In a book published by the Corporation 
Law Committee of the Chicago Bar Asso­
ciation covering the Illinois Business Cor­
poration Act, they state the following in 
explanation of Section 6 :
“Under the present Act, surplus ‘used in 
the purchase of treasury shares’ is rendered 
unavailable for dividends or further pur­
chases of shares so long as the shares pur­
chased remain in the corporate treasury. 
This result follows from the operation of 
the provisions of section 2  ( j) , 2  (k ), 2  
(m ), 6 , and 41 (a). Under 41 (a), a divi­
dend is forbidden if the net assets are less 
than the stated capital. Stated capital, as 
defined in section 2  (k) is computed with 
respect to all shares issued, and under sec­
tion 2  ( j)  treasury shares are included 
among shares issued. Section 2 (m) pro­
vides that for the purpose of determining 
the power of a corporation to purchase its 
own shares or to declare dividends, the 
phrase ‘net assets’ shall not include treasury 
shares. The effect of these provisions is to
render unavailable for dividends a portion 
of surplus otherwise available equal to the 
consideration paid for treasury shares held 
by the corporation, and under section 6  this 
portion of the surplus is also unavailable for 
further purchases of treasury shares. This 
result should be clearly reflected on the cor­
porate balance sheet.
“The effect of a purchase of treasury 
shares in thus ‘freezing’ a part of the sur­
plus equal to the cost of the shares may con­
tinue only so long as the shares are held in 
the treasury. An analysis of the sections 
referred to above will show that if the shares 
are resold for not less than their cost the 
surplus thus appropriated becomes again 
available for dividends and further pur­
chases of shares. Similarly, a formal reduc­
tion of stated capital by a cancellation of the 
shares [under section 52 (f) , 58, or 58 (a) ] 
will ‘free’ the appropriated surplus to the 
extent that the amount thereof does not ex­
ceed the amount of the reduction of stated 
capital thus effected. If the shares were 
purchased for an amount in excess of the 
stated capital applicable thereto and are 
thereafter cancelled pursuant to section 52 
( f) , 58, or 58 (a), the surplus will perma­
nently be reduced by the amount of such 
excess. (While section 58, in terms, deals 
only with redemption and cancellation of 
shares, it is construed by the Secretary of 
State to apply also a cancellation of shares 
purchased rather than shares so purchased 
shall not be reissued.)
“Prior to the present Act, there was no 
statutory provision upon the subject in Illi­
nois, but it was settled at an early date that 
a corporation had implied power to purchase 
its own shares.”
The above presents an important problem 
to the accountant who is attempting to make 
a proper display of balance sheet facts. It 
is generally understood that the accountant 
should not put himself on record as to the 
amount of “surplus available for dividends” 
because availability depends on many ques­
tions which have nothing to do with the 
amount of the surplus account itself, i.e., 
working capital position, probable future 
needs of working capital, etc., etc., but he is 
concerned with showing what amount of 
surplus is definitely not available for divi­
dends. Under the Illinois Act it is apparent 
that it was at least the intent of the drafters
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of the Act to make it illegal for an Illinois 
corporation to declare dividends out of that 
portion of earned surplus representing the 
amount which is invested (cost) in its own 
shares so long as those shares remained in 
its possession and it is therefore incumbent 
upon the accountant to recognize and dis­
play that fact. There are several definite 
ways of doing it:
1. If treasury stock is shown on the asset 
side of the balance sheet, an asterisk after 
treasury stock and after earned surplus may 
refer to a footnote, or a footnote may be 
included after earned surplus, to the effect 
that earned surplus for the purpose of the 
declaration of dividends is restricted by the 
amount of blank dollars representing the 
cost of blank shares of treasury stock 
owned. (Note that it is restricted and not 
reduced.)
2. The same footnote or reference may 
be used if treasury stock is deducted from 
the par or stated value of capital stock.
3. A footnote or brief explanation after 
the earned surplus account itself may be 
made where the cost of treasury shares is 
deducted from combined capital and surplus.
In one case the wording after earned sur­
plus read as follows: “restricted as to the 
payment of dividends or further purchase 
of treasury shares by the cost of treasury 
shares owned—see below.” “See below,” of 
course, referred to the cost of treasury 
shares shown as a deduction from combined 
capital and surplus.
In the corporation act which was in effect 
in Illinois prior to the passage of the present 
act, it was understood, as in the case of many 
corporation acts, that the purchase of treas­
ury shares was “out of surplus.” However, 
it did not confine this purchase to earned 
surplus as does the present Act.
The Bar Association’s Committee points 
out further in this connection that “where 
the purchase is improper, the shareholder 
whose shares are purchased is liable to cor­
porate creditors to the extent of the consid­
eration received for the shares, and this is 
true whether or not the shareholder knew 
the facts which made the purchase im­
proper.”
Section 61 of the Act deals with the pro­
cedure of merger, and 62 with the procedure 
for consolidation. It is pointed out by the 
Bar Association’s Committee that the pres­
ent Act introduces into the statutes of the 
State for the first time clear distinctions be­
tween merger and consolidation, and be­
tween these two statutory proceedings and 
the sale of one corporation of all its assets 
to another. In the case of a merger, two or 
more corporations combine into one with 
one of them remaining as a surviving cor­
poration. In the case of a consolidation, two 
or more corporations consolidate into a new  
corporation. A merger has been crudely 
illustrated by making each of the merging 
corporations represented by pails of water— 
a ten-gallon pail half full representing one 
corporation and a five-gallon pail represent­
ing the other corporation. When the five- 
gallon pail is poured into the ten-gallon pail 
we have what is known as a statutory mer­
ger. To crudely illustrate a consolidation, 
the example uses three pails instead of two, 
and has the two pails poured into a new 
third, thus effecting a consolidation. Statu­
tory mergers and statutory consolidations 
differ from the sale by one corporation of 
all of its assets to another corporation exist­
ing or new by virtue of the fact that in such 
a statutory merger or consolidation the usual 
transfer of assets affected by deeds, assign­
ments, etc., is unnecessary. The execution 
and filing of the articles and the issuance of 
the certificate by the Secretary of State au­
tomatically effect the transfer or assets by 
force of Section 69 (d) of the Act, whereby 
the surviving or new corporation thereafter 
possesses all the rights, privileges, immuni­
ties, franchises, etc., of each of the merging 
or consolidating corporations without fur­
ther act or deed.
Another legal effect in connection with 
statutory mergers or consolidations is 
brought about by section 69 (g), which 
reads as follows:
“The aggregate amount of the net assets 
of the merging or consolidating corporations 
which was available for the payment of divi­
dends immediately prior to such merger or 
consolidation, to the extent that the value 
thereof is not transferred to stated capital 
by the issuance of shares or otherwise, shall 
continue to be available for the payment of 
dividends by such surviving or new corpora­
tions.”
This section may bring up some interest­
ing accounting problems difficult to antici­
pate or cope with in advance of specific
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questions which might arise under it.
Section 42 of the Act contains many 
points of interest to the accountant because, 
during his examination, he may so often en­
counter acts of the directors which in his 
opinion are illegal and which he should refer 
to counsel. These are covered in section 42 
regarding liabilities of directors in certain 
cases, (a) of 42 makes directors who vote 
for the declaration of any dividend when a 
corporation is insolvent or its net assets less 
than its stated capital, jointly and severally 
liable for the amount of the dividend.
(b) of Section 42 makes them jointly or 
severally liable if such dividend results in 
insolvency or reduces the net assets below 
its stated capital.
(c) of this section makes them liable if 
a dividend has been declared after the filing 
of a statement of intent to dissolve without 
adequate provision for the payment and dis­
charge of all debts.
(d) makes the directors who vote for or 
assent to the making of a loan to an officer 
or director of the corporation, jointly and 
severally liable to the corporation for the 
amount of such loan until the repayment 
thereof.
At this point, it should be noted that sub- 
paragraph (h) of section 42 states that di­
rectors who vote for the declaration of divi­
dends prohibited by the Act or who vote for 
or assent to the making of a loan as pro­
hibited by Section 42 (d) “shall be guilty of 
a conspiracy and upon conviction thereof 
shall be punished as specified in Section 46 
of Division I of ‘An Act to revise the law 
in relation to criminal jurisprudence’ ap­
proved March 27, 1874, as amended.” This 
provision was not contained in the original 
bill as submitted by the Bar Association’s 
Committee but was inserted by an amend­
ment from the House. It imposes criminal 
liability. In interpreting this section, some 
lawyers have held that where a note or obli­
gation of an officer or director was due the 
corporation at the date of the passage of this 
Act, the directors become criminally liable 
if a renewal of this note is sanctioned by 
them.
Sub-paragraph (e) of 42 makes the direc­
tors jointly and severally liable for the dif­
ference between the amount received and 
the amount that should have been received
from stock, if they permit the corporation 
to commence business before it has received 
the total amount of consideration stated in 
its articles of incorporation.
Other sub-paragraphs of 42 provide for 
directors’ liability if the corporation fails to 
mail known creditors notices of intent to 
dissolve or consents to the corporation car­
rying on its business after filing its notice 
of intent to dissolve.
The above mentioned accounting features 
of the Illinois Business Corporation Act are 
particularly important to the accountant who 
is examining the accounts of an Illinois cor­
poration. However, there is a deeper impli­
cation indicating that the accountant must 
have knowledge of the corporation act of 
any State where his client is incorporated. 
This is because of the important bearing 
which these corporation acts must neces­
sarily impose on the presentation of the ac­
countant’s report and because of important 
matters of an irregular or even illegal nature 
which the accountant must be ready and able 
to call to the attention of the client and the 
client’s attorney.
The Statistician Was Kept Busy
The wife of a statistician persuaded her 
husband to stay at home one Saturday after­
noon and spend the time with his three small 
and energetic children. He was quite willing 
to do this because, as he said, he wanted a 
chance to do some reading. When his wife 
returned home she was handed a paper upon 
which her husband had set down these facts:
Dried tears—9 times.
Tied shoes—13 times.
Served water— 18 times.
Toy balloons purchased—3 per child.
Average life of balloon—12 seconds.
Cautioned children not to cross street—- 
21 times.
Children insisted on crossing street—21 
times.
Number of Saturdays father will do this 
again—0 .
(Net  Results.)
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L o g ic a l  J o u r n a l i z i n g
by D a l t o n  J. P i l c h e r , Ph.D., Formerly of the Department of Economics,
University of Arizona
JOURNALIZING to a practical account­ant is a daily routine. A thorough and 
workable knowledge of the accounting equa­
tion was attained before he was given an 
opportunity to assist an accountant or audi­
tor. During a day’s work the determination 
of debit and credit entries is generally guided 
by experience. Yet, on certain occasions 
new transactions falling beyond the limit of 
general experience confront accountants 
and are discussed by them to identify debit 
and credit elements in groups of two or 
more. During these discussions a business 
transaction is broken into parts and each 
part later associated with a part or element 
of the accounting equation.
All thinking is based on first truths, or 
statements used as a starting-point from 
which reasoning may proceed. In the above 
discussions, when a new journalizing prob­
lem is offered for analysis what first truth 
or starting-point is used ? The practical ac­
countant when experience fails falls back 
upon his text books. Certain acceptable 
text-books in Principles of Accounting have 
been written by Paton, Finney and Kester.
The accounting equation, the dynamo of 
the accounting mechanism, acquires power 
from developments of the first accepted ac­
counting truth that assets are equal to equi­
ties, or liabilities and proprietorship. Paton 
says, “In practice the left column of all ac­
counts is designated the debit column or 
‘side’; the right column is the credit column. 
The abbreviations ‘Dr.’ and ‘Cr.’ are fre­
quently used. The principles of the double 
entry system are usually characterized as 
the principles and rules of ‘debit and credit.’ 
Because of this universal usage the student 
must become familiar with and make use of 
these terms; and accordingly they will be 
substituted for the expressions ‘left’ and 
‘right’ hereafter.” 1 Finney states in his text­
book, “Heretofore we have referred to the 
two sides of an account as the left and right 
sides. Hereafter we shall refer to them as
1Paton’s Accounting, page 71.
the debit and credit side.” 2 Lastly, Kester 
advises that “if it is remembered that from 
long-continued custom asset accounts are 
debit accounts, i.e., normally have debit or 
left side balances and liability accounts are 
credit accounts the fundamental principles 
for determining the debit and credit involved 
become pretty well established in one’s 
mind.” 3
The above general starting-point, as a 
substantial guide to natural thinking has 
been challenged. In Paradoxes of Debit and 
Credit Demolished, Thomas Jones wrote in 
1859, “Debtor and Creditor are simply the 
chosen terms of the craft, and had the latter 
chosen the terms Bulls and Bears, we must 
have submitted to such despotic authority 
without any idle questioning about the pro­
priety of the nomenclature however absurd 
it may at first appear.” 4 A. G. Scholfield 
states in Essay on Debit and Credit, “Debits 
and credits, in general terms, consist in 
owing and being owed. This abstract defini­
tion of debit and credit, in its utilization in 
business and bookkeeping, is subject to 
three different interpretations, the first from 
a moral point of view, the second from a 
legal point of view and the third from a con­
ventional point of view.” 5
These writers, before the transitional ad­
vent of modern accounting in 1914, directed 
their intellectual inquiries into pastures of 
simplified understanding—to return to 
gatherings better equipped to convince their 
audiences of the incalculable social useful­
ness of accounting.
In 1936, the field of inquiry introduced
2Introduction to Principles o f Accounting 
page 7.
3Accounting, Theory and Practice, page 81.
4Paradoxes o f D ebit and Credit Demolished, 
1859, page 4.
5Essay on D ebit and Credit, Revised edition, 
1889. Scholfield explains: morally, a contract 
between parties, we are bound to honor, legally— 
rendered legal by either a written memorandum 
or by the law of contracts, conventional—debit 
and credit originates and matures in recognized 
financial relations.
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by Jones and Scholfield during the period 
1859-1889, may from a mere viewpoint of 
intellectual curiosity be reopened. An ini­
tial step is the following statements, propos­
ing another starting-point which, when de­
veloped, brings into existence (to be substi­
tuted for the two word-elements, debit and 
credit) eight elements of the accounting 
equation.
The deepest social root of the science of 
accounting is the institution of property.1 
Political authority, of varying degrees, 
creates things, rights and privileges to be 
owned. The political authority brings into 
existence in the first instance an asset. 
Things and services are to be divided and 
are divided by aid of the second accounting 
social root, the magnitude of values defi­
nitely established by the use of coins.2 Own­
ership may be immediate and intermediate; 
of today and of tomorrow. Future owner­
ship can assume a practical status only when 
the moral obligation to repay—the third so­
cial root—is maintained at a high level. The 
fourth and last source of accounting life in 
organized society is the conventional prac­
tice of recording in accepted positions in
1No distinction need be made between private 
and public property. In the first case ownership 
is in an individual; in the second case ownership 
is in a collective body.
2“Double-entry is a pure Analysis of the space 
of values, referred to as a coordinate system, of 
which the origin is the ‘Firm.’ The coinage of 
the Classical era has only permitted of authen­
tical complications with value magnitudes.” Som­
bart, D er Moderne Kapitalimus, Part II, page 119.
record books the relation of a business man 
to his business, his creditors, and to the pub­
lic. The accounting equation is based on 
these four social institutions.
The statement, “Assets equal Proprietor­
ship plus Liabilities and their sum is equal 
to zero” is supported by the above institu­
tions. An asset is created solely by political 
authority. This is saying that the mere pos­
sibility of ownership now exists. In the next 
immediate step some one or some business 
entity must claim the asset. This claim is 
made by the proprietor or by another person 
who associated himself with the particular 
asset because he has advanced credit to the 
proprietor. A simple conclusion may be 
drawn; that the asset represents a right 
created by political authority and that there 
is an immediate claim. The right suggests 
an addition—something acquired—and the 
claim suggests a substruction—something 
taken away. In other words, there is an 
increase and a concomitant decrease. Any 
monetary difference that exists in favor of 
proprietorship must be recorded as a good 
will entry.
Conventional presentation of the above 
relation of rights and claims is the fourth 
accounting social root. To be included in 
the accountant’s presentation of rights and 
claims are recognition of the daily practice 
of increasing and decreasing accounts and, 
also, the practice of carefully distinguishing 
real accounts from nominal accounts. With 
these considerations in mind, the following 
accounting equation diagram, with eight 
elements, is offered:
ASSETS E Q U A L  PRO PR IETO RSH IP PLUS L IA BILITIES A N D  T H E IR  SUM  IS ZERO
(R E A L  A C C O U N T S)
Addition Subtraction
Increase
Plus
I
Decrease
Minus
II
Increase
Plus
III
Decrease
Minus
(N O M IN A L  
A C C O U N T S)
IV
Increase Decrease
Increase Decrease Increase Decrease
Plus Minus Plus Minus
III A V VI IV A
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The accounting equation diagram tends 
to reduce the mental process of jour­
nalizing to a realization that the business has 
now become interested in rights (assets) 
previously ordained by political authority 
and that these assets are claimed anew by 
the firm or by the firm and creditors. The 
mechanics of journalizing accordingly is to 
represent the right by any one of four in­
crease-elements and to represent the claim 
by any one of four decrease-elements.
The accounting mechanism may be set in 
motion by applications of the accounting 
equation diagram to actual conditions en­
countered daily by accountants. A compre­
hensive illustration is the following supple­
mental data and completed adjusted-entries 
section of a work sheet:
Supplemental Data
(1) Merchandise inventory on hand, 
$42,500; (2) Insurance unexpired, $400; 
(3) Bond interest accrued, $810; (4) In­
terest accrued receivable, $120; (5) Semi­
annual depreciation of equipment, $1,000;
(6) Credit sales determined uncollectible, 
$1,900; (7) General supplies on hand, $320; 
(8) Rent unexpired, $200; (9) Monthly 
telephone bill unpaid, $9; (10) Estimated 
accrued taxes, $1,000; (11) The cost ac­
countant reports that the difference between 
standard costs and actual costs is an increase
of $100 in expenses; (12) Serial Bonds A 
(retired) acknowledged with note for 
$1,000.
Accounting Interpretation 
A. Journalized form :
Merchandise Inventory
(expense) ...................... 16,000 (1)
16,000 (1)Merchandise Inventory.
Insurance Unexpired . . . . 400 (2)
400 (2)Insurance ........................
Bond Interest Payable . . . 810 (3)
Bond Interest Payable . 810 (3)
Interest Receivable .......... 120 (4)
Accrued Interest .......... 120 (4)
Depreciation—Equip­ment
Reserve—Deprecia­
tion Equipment ........  1,000 (5)
Allowance—Doubtful Ac­
counts ..............................  1,900 (6)
Reserve—Doubtful Ac­
counts ..........................  1,900 (6)
Supplies .............................. 1,180 (7)
1,180 (7)Supplies ..........................
Rent Prepaid .................... 200 (8)
Rent ................................ 200 (8)
Telephone .......................... 9 (9)
Telephone ...................... 9 (9)
Accrued Taxes ................ 1,000 (10)
Accrued Taxes ............ 1,000 (10)
Applied Expense .............. 100 (11)
Variation from Standard 100 (11)
Variation from Standard. 100 (11a)
Loss and gain ................. 100(11a)
Bonds—Series A .............. 1,000 (12)
Notes Payable .............. 1,000 (12)
Section o f a W ork Sheet
Trial Balance ADJUSTING ENTRIES Adjusted 
Trial Balance
Increase
D e­
crease Debit Credit Increase Decrease
Increase Decrease
Real Nominal Real Nominal Real
I-III IIIA-VI II V-IVA IV
Mdse Inven­
tory 58,500 (1)16,000 42,500
Purchases 37,000 37,000
Insurance 1,000
II
(2) 400 600
Bond Interest 
—Payable (3) 810 810
Interest
Receivable (4) 120 120
Reserve— 
Dep.
Equipment
IV 
(5) 1,000 1,000
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Reserve— 
Doubtful 
Accounts 200 (6) 1,900 2,100
Supplies 1,500 (7) 1,180 320
Rent 1,200 ( 8) 200 1,000
Telephone 74 (9) 9 83
Bonds— 
Series A 5,000
III
( 12) 1,000 4,000
Notes Payable ( 12) 1,000 1,000
Expense-Rev­
enue
Accrued In­
terest Re­
ceivable
IVA 
(4) 120
22,819
Mdse Inven­
tory (1) 16,000
Bond Interest 
Payable (3) 810
Depreciation 
—Equipment (5) 1,000
Allowance— 
Doubtful 
Accounts (6) 1,900
Supplies (7) 1,180
Accrued
Taxes ( 10) 1,000
Applied
Expense
IIIA  
1( 11) 100
Variation
from
Standard
VI
(11a) 100
V
( 11) 100
Loss and Gain (11a) 100
Sundry Assets 
Insurance 
Unexpired
I
(2) 400 400
Rent Prepaid (8) 200 200
Su ndry Liabil­
ities 
Accrued 
Taxes
V
( 10) 1,000 1,000
Telephone ( 9) 9 9
Totals 1,720 21,099
1,720
17,780 320 4,719
320
17,780
Grand Totals  22,819 22,819
Revised from “Three-Fold Presentation of an Accounting Problem,” Dr. D. J. Pilcher, Account­
ing Review, September, 1933.
The foregoing statements, centered 
around the accounting equation diagram,
are submitted to advance two purposes. The 
( Continued on page 507)
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T h r e e s c o r e  a n d  T e n
For age is opportunity no less
Than youth itself, though in another dress,
And as the evening twilight fades away
The sky is filled with stars, invisible by day.
—L on gfellow .
Y ESTERDAY the Editor had a birthday. He passed the Biblical standard which 
specified that “the days of our years are 
threescore years and ten.” It was Sunday. 
He attended four religious radio services: 
Sabbath. Reveries, Tabernacle Choir of Salt 
Lake City, Bible High Lights and Sunday 
Vespers. He listened to the programs of the 
Music Hall on the Air, Magic Key, 
Chautauqua Symphony, Bowes Amateur 
Hour and the Music Camp Concert, in addi­
tion to viewing the beauties of Washington 
in a two-hour ride.
During the musical features, instead of 
following his usual reading program his 
mind naturally reverted to changes which he 
had noted during those years. As they 
passed in review during this day-dreaming 
session he could not help wondering whether 
the changes had all been in the direction of 
contentment and progress. With regard to 
each item the question arose, “Has all our 
progress represented a true gain?” He de­
cided to reduce some of his reminiscences to 
print in the belief that they would tally with 
the experiences of our older readers. If the 
younger group follows the recital, it should 
be done with that Scriptural message in 
mind which says, “So teach us to know our 
days that we may apply our hearts unto 
wisdom.”
The Editor’s early years were full of 
trouble for his parents. He contacted and 
tried out every kid disease. Nothing in the 
way of food agreed with him. It was not un­
til the fall after he was nine that his formal 
school training began. Here he notes the 
first material change in conditions as they 
then were and now are. At that time the 
kindergarten was unknown, as was the pres­
ent-day round of bridge and cocktail parties 
and other forms of social activities so com­
mon among the feminine members of our 
communities.
During those nine years his mother, the 
wife of a Methodist minister, found time to
successfully meet that outside responsibility 
and care for the four children. Two of 
them did not arrive at manhood but a sis­
ter, younger, and the writer received during 
those early years a type of educational train­
ing which is absent from most modern 
homes of today. That lack of early formal 
education was not especially injurious to 
future advancement. The regular twelve- 
year course for grade and high school was 
finished in six years. The present kinder­
garten offers a freedom for mothers by af­
fording a refuge for the children during the 
day but the child is deprived of a type of in­
struction which forward-looking mothers 
can provide and which has always had, when 
tried, a marked effect on the development of 
the youngster. Have we charged the school 
with too much responsibility and at the same 
time weakened the influence of the home ?
The secondary schools of those days had 
fewer subjects in their curricula than are 
found in the coresponding schools of today. 
Accuracy, however, was stressed in those 
days as it is not now. The old-fashioned 
Friday afternoon spell-downs and competi­
tive arithmetic lessons, wherein addition and 
multiplication tables were a prominent fea­
ture as well as a series of mental problems 
which required rapidity as well as accuracy, 
have not found their counterpart in the 
schools of more recent years although a re­
turn to some of those features is noted. 
The McGuffey Readers and the Copy Books 
used in the schools of that time contained 
suggestive items of advice and instruction 
which have remained with those who studied 
them throughout the following years. “If at 
first you don’t succeed, try, try again,” has 
been a good rule for the fellow to follow 
who has been looking for a job in recent days 
and has not found them as plentiful as 
formerly. “Waste not, want not,” would 
not be a bad motto for some of our more 
prominent politically minded statesmen to 
follow should there be any temptation or de­
sire to repeat the policies of plowing under
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the cotton, killing the pigs and failing to 
till the soil.
Henry Ford said at the time of the Mc­
Guffey celebration last year, “I am glad to 
join you today in paying honor to Dr. Mc­
Guffey. He was a great American. The Mc­
Guffey Readers taught industry and moral­
ity to America.” Whether the enrichment of 
the secondary courses by the introduction of 
more interesting and informative subjects 
has compensated for the loss of the em­
phasis placed on accuracy is questioned by 
some.
High school laboratories in physics and 
chemistry are today better equipped than 
were the college laboratories of my day. A 
recent return to some of the old-time edu­
cational theories is noted. Have the increased 
educational requirements demanded of 
teachers resulted in a corresponding increase 
in their teaching ability and in the influence 
of those teachers on their pupils? In some 
cases it has lessened their influence rather 
than increased it. It has been my privilege 
to serve in practically every educational re­
lationship that we now have, as student, 
teacher, lecturer, administrator, and board 
member in all types of institutions, with an 
official relation to three national educational 
organizations.
I have never seen but one failure as a 
teacher due to a lack of knowledge of the 
content of the subject taught but I have 
seen many failures due to the fact that the 
teacher had become so saturated with en­
riched learning that the disparity between 
the students’ background and the teacher’s 
viewpoint was so great that the pupil just 
did not understand what it was all about. I 
have never seen but one holder of a doctor­
ate who was thoroughly able to bring him­
self for teaching purposes to the level of a 
secondary class he was attempting to in­
struct. Long ago it was written, “A little 
learning is a dangerous thing,” and it can be 
added that much learning is often a serious 
obstacle to its proper impartation. As a mat­
ter of fact, what one learns in formal class­
room work is of relatively little value as 
compared with the human contacts which 
are made during the school career.
During my senior high school year and the 
four following college years, all available 
time was occupied in newspaper and bank­
ing fields, with both of which the writer has 
kept in close contact ever since. He believes 
that there is no better training for the pros­
pective accountancy practitioner than a year 
spent as a cub reporter, wherein he at least 
attempts to secure the ability to gather the 
meaty points out of an interview, together 
with a year spent in a bank of the old-time 
form of management or in a modern one 
where he will not be too closely confined to 
a single routine procedure. Before banking 
became so thoroughly departmentalized that 
an individual spends his entire day on one 
particular type of activity in much the same 
way as the worker in a Ford factory turns 
a screw half way round and passes the 
machine on to the next workman to finish 
the circle, banking afforded the youngster 
a bird’s-eye view of general business condi­
tions and policies which could not be ob­
tained as well in any other manner.
In each of these vocations there has been 
a marked change during the last half cen­
tury. In the newspaper field we have passed 
from the period represented by the situation 
years ago in some of our leading city papers 
under which nothing could be printed re­
flecting on the character of an individual ex­
cept as it has passed over the editor’s desk 
and received his okay. Now many papers vie 
with each other in relating the latest rumors 
regarding individuals and public officials as 
well. In the earlier days the newspaper pages 
were not so strewn with misleading head­
lines as at the present time. The facts were 
not dressed up in imaginative and fantastic 
forms. It was not thought necessary to give 
the first column of the first page to a presen­
tation of the exploits of a noted criminal. 
The present comic strips help to offset the 
nausea caused by the criminal and social 
lapses articles. The question has often been 
asked whether the fourth estate, by rea­
son of the extended publicity which it is now 
giving to criminal matters, has not developed 
in the minds of the youth the idea that the 
surest way by which they can gain notoriety 
and obtain publicity as well, lies along the 
criminal route. Is that state of affairs for 
the betterment of the country?
In the earlier days the ownership and the 
management of each bank was largely the 
same. Some individual in the community 
had accumulated a little capital. He realized
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the necessity for banking facilities not only 
on his own account but for the benefit of 
the community of which he was a part. 
Whatever benefited the community of 
course benefited him. He started a bank. 
He largely owned it himself. In time it took 
on a more formal type of ownership and 
under either a State or a Federal charter it 
grew and developed. I have in mind a time 
when in one city there were four banks in 
each one of which at least one individual had 
practically a third interest; in one case a 
half. When loans were then made the man­
agement had in mind the ownership rela­
tion as well. That condition has largely dis­
appeared. In the banks referred to there 
came a time when only two of the officials 
or employes in all of them had as much 
ownership interest as was represented by his 
annual salary.
Until human nature is changed, the credit 
viewpoint of the men in administrative con­
trol under those two widely divergent con­
ditions always has been and always will be 
different.
The ability to make proper investments 
and determine lines of credit is not entirely 
one of theory but rather needs a background 
of acquaintance with the locality in which 
the bank is situated. The individual charged 
with that responsibility, who has a financial 
interest as well, will render a better service 
to the stockholders and to the community 
than will he who has in mind only the desir­
ability of developing a large institution.
I recall a large bank whose president at 
one time was prohibited by vote of the board 
from going behind the counters. He had an 
ability to muss up all papers on which he 
could lay his hands which was only equalled 
by his knowledge of the community which 
he had for many years served as a regular 
medical practitioner. That familiarity with 
local conditions made him the most valuable 
man in charge of loans which the bank ever 
had in its entire history. While caring for 
the sick of the community he had continu­
ally increased his bank holdings until he had 
his personal interests at stake in connection 
with every decision made.
The most serious complaint that can be 
made against the policies of the Federal De­
posit Insurance Corporation concerns its 
policy of naming liquidators from other 
localities than that in which the bank is
located on the theory that they can be more 
hardboiled than a resident would be. That 
is true but that is not what is needed to in­
sure the most permanently satisfactory re­
sults.
Not long since, I drifted into the largest 
bank in a mid-western city. Having occasion 
to consult with the president after having 
been introduced by a local accountant, I be­
gan questioning him as to whether he was a 
relative of another banker by the same name 
whom I had known for several years. He 
was past eighty and was operating the bank, 
as he said, in the same old-fashioned way 
that it had been operated during his more 
than fifty years connection therewith. Dur­
ing the progress of the conversation I asked 
him to what extent he had permitted the 
Federal Government to have a hand in con­
ducting his bank. With a picturesque re­
ply he answered — none. I asked him 
whether the other banks in his community 
had been helped by the Government, for I 
had discovered that he was the only old-time 
banker in that community. He said that they 
had accepted the offers of the Government. 
In checking up on the earnings I found that 
his was the only one that had not skipped 
any dividends and that no dividend had been 
less during the depression period than form­
erly.
One of the most noticeable changes affect­
ing society in general has been the transition 
from what is now spoken of as the “horse- 
and-buggy age” to the automobile era. Good 
roads were a rarity in the earlier years. 
Horses, occasionally assisted by mules and 
oxen, were able to pull practically any load 
through the worst of roads, much more suc­
cessfully than the auto would have done. 
The development of the automobile has 
made good roads necessary in order that its 
benefits might be utilized. At the same time 
it has introduced some features that have 
not been as beneficial. It has practically 
made speed maniacs of the vast majority 
of our population. It has increased the de­
sire to get to a distant point in the shortest 
space of time even at the risk of injuring 
others and bringing disaster to the guests 
of the driver. It has made law violators of 
most of the drivers. It has done more to les­
sen the respect for law than any other one 
factor ever introduced into our civilization. 
Even Prohibition, about which much has
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been written and more said, did not produce 
the percentage of law violators that the auto­
mobile has. The disrespect for law had been 
very noticeable prior to the passage of the 
Prohibition amendment. It merely added 
fuel to the flame.
The advent of the automobile had another 
effect which should not be overlooked. The 
writer has never turned a wheel on a car 
but he has attended the funeral of many of 
his friends who had become so lazy and 
physically helpless that they did not permit 
themselves the privilege of keeping fit by 
walking. On the other hand it has been a 
boon to those who utilized it for the benefit 
of the entire family by permitting week-end 
outings which were never possible under the 
old form of transportation.
The place which the Church plays in 
American life has materially changed. A 
larger proportion of the people of our earlier 
years were outwardly more religiously in­
clined than at present. Attendance upon 
Sunday School and Church was emphasized 
by parents even though all the services pro­
vided were built around grown-ups and had 
no special interest for youngsters. The type 
of sermonizing that was then offered was 
largely based on the theory that one should 
live right in order to escape punishment that 
might otherwise be meted out to him after 
death. Religious services were less numer­
ous than now. The old Circuit Rider was a 
powerful factor in the territory which he 
covered. He brought to that territory not 
only the religious view but also its main 
opportunity for outside contacts except 
when in Presidential election years the politi­
cal orator appeared for the purpose of pre­
senting his wares for their consideration. 
The Church was the social as well as the 
religious center of the community.
The various denominations easily found 
it possible to disagree on minor matters 
within their own groups and new sects were 
constantly springing up. Competition de­
veloped and as churches multiplied they in­
creased in strength until the time came when 
by reason of over-development a reaction 
naturally set in. More tolerance concerning 
the views of the other fellow was noted; 
a lessening of the Hell-fire type of presen­
tation with an increased tendency to em­
phasize the belief that fundamentally a 
man’s religion ought to be worth something
to him in fitting him to enjoy his everyday 
present life.
In the general shifting of population from 
country to city the old-type of a rural church 
has been gradually disappearing. With the 
advent of the automobile families can wor­
ship at a greater distance from their homes 
than formerly. With the marked increase of 
golf fiends the head of the house has found 
a good excuse for absenting himself from 
his responsibility to the family on Sunday, 
the same as the mother has been able by 
means of the kindergarten to lessen her hold 
on the child during the week. The advent of 
the radio has made it possible for countless 
numbers to hear religious presentations 
made by church leaders, as was never possi­
ble in the olden days. While without doubt 
the formal type of religious activities has 
been gradually passing there has been sub­
stituted for it an opportunity for one to mea­
sure his everyday activities by a religious 
standard which has increased the general 
recognition on the part of humanity that 
every individual has a relationship to a 
higher power which carries with it a respon­
sibility to his fellow man. Although his out­
ward approach to the whole problem is much 
less noticeable, the fruits of practical Chris­
tianity are much more common.
Economic relationships have witnessed 
more fundamental changes than most others. 
No attempt was made in the earlier days to 
study economic theory, beyond ordinarily a 
single college course. In some cases a sec­
ond course was offered. The one economic 
theory which was generally subscribed to by 
all classes of society was that one must earn 
his bread by the sweat of his brow. Then 
work was not only considered necessary but 
it was looked upon as a noble institution. 
Questions as to hours of labor were un­
known. Men, women and children all 
joined in lines of activity adapted to each.
The first instructor in economics that the 
writer had was of English birth and of 
Scotch ancestry. His fundamental view­
point was that there was no difference be­
tween a correct theory underlying any 
given economic formula and its resulting 
practical utilization. If a theory did not 
work in practice it was the wrong theory 
or there had been a wrong application. The 
next job was for both groups to determine 
whether something had been overlooked in
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the method by which the practical demon­
stration was conducted or whether some 
factor had been overlooked in the develop­
ment of the theory. Today there appears to 
be a sharp line of demarcation between the 
economic theorist and the practical opera­
tor. The fact that a given policy does not 
produce the expected result does not phase 
the theorist in the least. He is satisfied with 
his job and it is up to the world at large to 
accept the theory and find a way to make it 
work.
The introduction and development of the 
Machine Age has produced an entirely dif­
ferent economic situation. Scientific re­
search is carried on along two distinct lines. 
The results from that which has to do with 
materials can be more easily anticipated and 
charted than those in which human factors 
predominate. A very serious difficulty that 
certainly has not been overcome, if it has 
been even considered by the present Presi­
dential economic advisors, arises from the 
fact that economic theory cannot finally be 
put into effect without utilizing the human 
element. Theoretically, certain policies may 
be evolved by the best minds attainable but 
there is no way of determining in advance 
how they will be received by the people. 
They may be absolutely correct theoretically 
but if they are not workable by the citizenry 
they must necessarily fail.
It usually happens that those who are the 
greatest students of economic theory have 
had little or no experience in making human 
contacts and are not acquainted with ordi­
nary human reactions. Human nature can­
not be changed by government pronounce­
ments, even though they are economically 
sound from a theoretical standpoint.
Another change which has widely influ­
enced our economic problems has resulted 
from the enfranchisement of women and 
their extensive entrance into the various 
avenues of business and professional activ­
ities. Under the law of supply and demand, 
which so far has not been abolished by 
Presidential Order or legislative edict, a 
large number of applicants for a given num­
ber of positions always has a tendency to 
lower the wage or salary schedules. If both 
men and women are competing for a given 
number of jobs with the result that wages 
and salaries are nearly cut in two, it nat­
urally becomes necessary for both to work
in order to obtain the same relative income 
which either would obtain with only half 
the competition. It is not a question of the­
ory as to the right of either party; it is 
primarily a question of practical reactions 
from such conditions.
The World War introduced many discor­
dant elements into the economic problems 
of not only the United States but of every 
other country. The depression period 
through which we have been passing was 
so clearly an outgrowth of the war that the 
losses in connection therewith should be 
added to the already staggering figures 
which were given out at the close of the war 
as constituting its total cost.
In discussing every economic problem one 
must keep in mind not only the theory but 
the practical effect on the human element 
which is involved in any effort to substitute 
a new theory for an old one. Theoretically 
and practically as well, all will agree that un­
der any conditions that may arise the citi­
zenry of a nation should not be allowed to 
suffer from lack of food, shelter and cloth­
ing as long as the population as a whole, 
represented through its various govern­
mentally controlled bodies, has sufficient 
wealth to provide those necessities. While 
many people do not look with fear on the 
size of the government indebtedness, both 
State and Federal, incurred in recent years, 
they are fearful of the increasing numbers 
of our fellow citizens who have been trained 
in the art of living without work. Theoreti­
cal philanthropy may be injurious from a 
practical standpoint.
My early interest in political and govern­
mental affairs dates to the high-school pe­
riod when I had a woman teacher in civil 
government. She was the one teacher to 
whom I have referred as not having suffi­
cient knowledge of the subject to even guide 
discussion, to say nothing of imparting in­
formation. It was before the days when wo­
men were interested in matters of govern­
ment. However, the very fact that she was 
so poor in the classroom stimulated what­
ever natural interest a boy might have in 
the subject.
In connection with his newspaper work, 
the election of 1882 was covered and the 
Michigan legislative session of 1883 offered 
the first practical experience in watching a 
governmental body larger than a city, as it
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actually performed. Some time has been 
spent at every session since then and at 
least one session of every State legislative 
body has been looked in on. Four times I 
have been favored with a majority vote in 
connection with city elections and have been 
appointed by city, State and Federal officials 
representing both political parties. A Re­
publican—in that I always start with that 
ticket but only three times have I voted it 
straight, and they were in connection with 
ward elections where I would have been per­
fectly willing to have voted for the other 
fellows if they had been on my ticket. I did, 
however, vote for the most outstanding 
Democrat, in his administration as well as 
in his political theory, that has occupied the 
White House during my day — Grover 
Cleveland. He was not much as a theoreti­
cal rhetorician, but he was a successful prac­
tical doer.
Three noticeable changes in political pro­
cedure have been observed. The freeing 
of slaves, while it had an economic signifi­
cance, did not enter into the political prob­
lem but their enfranchisement developed 
a political situation that has been of serious 
consequence. In some sections, although by 
law given the right of citizenship, they have 
been denied it by local State practices to the 
general detriment of the whole political 
fabric. It involved a type of law evasion 
which is never beneficial and which is al­
ways injurious. In other sections it intro­
duced a purchasable element in the political 
game, the effect of which has been harmful 
to both the Government and the individuals 
engaged in either the purchase or sale of the 
voters involved.
A second change in the political world 
came with the enfranchisement of women. 
There was no theoretical reason why a 
woman should not vote or that a man should 
be deprived of that privilege. Certainly 
some women were better able to make a 
choice than some men. Nevertheless the 
practical effect of the introduction of the 
woman vote has not been what was antici­
pated. It has weakened her influence more 
than it has helped clear the atmosphere.
A third, and, taken all and all, the most 
important political change came with the in­
troduction of the general primary nomina­
tion system. Prior to that time abuses had 
grown up. I have seen money paid for votes
in a convention held in a court room, the 
money actually being paid over the judge’s 
desk, court not being in session of course. 
Those were conditions that demanded a 
change or reform, if you please to call it 
that, but it must be admitted by all who are 
familiar with both methods that under the 
convention plan if money was paid, the peo­
ple got the worth of their money because 
they were able to make a choice between 
people they knew.
The practical result of the primary has 
been to secure as good results in small areas 
having to do with local affairs. In those 
areas as a rule the voter is usually familiar, 
by reputation at least, with those coming be­
fore him for his approval. When the area 
becomes so large that the personal element 
is entirely eliminated and one must judge 
as the result of reading a speech, prepared 
by some one else, which the candidate may 
have delivered or in more recent days, by lis­
tening to him over the radio, the average 
voter is not as well prepared to cast an intel­
ligent vote for that office as he was able to 
determine who from among his local ac­
quaintances he believed had the ability to 
represent him at some gathering where the 
candidate in question may be seen in action 
and where more can be learned about him 
than is ordinarily known by the average 
voter in a State or nation-wide primary con­
test. These primary contests, which are in 
reality more of a family fight than a public 
selection, dissuade many of those who 
would make very competent officials from 
becoming candidates. Seldom does the best 
citizen fail to respond to a public duty but 
he does not desire to enter into the usual 
type of primary contest merely for the sake 
of affording the public an opportunity to 
attack him in a wholly unwarranted man­
ner. As one views the complexion of the 
membership in State and Federal legisla­
tive halls today and compares them with 
those occupying similar positions years ago, 
he cannot help but recognize that under the 
wide primary method the demagogue has 
had an opportunity to peddle his wares as 
he never had under the old convention sys­
tem. Our real leaders in governmental mat­
ters today are such in spite of rather than 
because of the workings of our present 
system.
Another factor in the political area having
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to do with governmental procedure has been 
the change from the spoils system to the 
civil service system. There are two very 
good reasons for the abolition of the spoils 
system. The first is that it requires the time 
and attention of the party officials coming 
into power, while passing out the loaves and 
fishes, when they should be devoting their 
energies to the governmental problems 
which are already before them. To elect offi­
cials to occupy their time and attention in 
settling internal party squabbles as to who 
shall be the beneficiaries of the election, in­
dicates a very low estimate of the reason for 
popular government.
The spoils system is always associated 
with a species of high inefficiency in gov­
ernment. In the Post Office Department, 
where postmasters are appointed for a pe­
riod of four years, the turnover at the time 
of an election is not a serious matter. The 
appointments come along in staggered terms 
and usually but one change in any office is 
made at any one time. Outside of that one 
field every State capital as well as the Fed­
eral capital witnesses, immediately follow­
ing an election, an army of outs-who-want- 
to-be-in camping before the appointive 
power. It usually results in so many changes 
being made within a single office in a very 
short space of time that office routine is 
completely upset. In many cases the govern­
ment office does not really begin to function 
effectively until another change in adminis­
tration arrives and a repetition of the previ­
ous experience follows.
On the other hand, with the introduction 
of civil service, as it has largely been ad­
ministered, governments have gone to the 
other extreme by placing in office those who 
are given life jobs and are not amenable 
to such a control as is absolutely essential 
to maintain a sufficiently efficient organiza­
tion. Here, again, the human element enters 
into the plan. Theoretically the idea is all 
right but a percentage of all humans need an 
incentive to do their best work. The ten­
dency to excuse ones own shortcomings on 
the theory that some one else is not render­
ing any better service results in a lessened 
output as time goes on.
In the field of labor the Union has so 
restricted the daily output of its members as 
that costs have been materially increased. I 
have seen the same work done at two dif­
ferent times by the same type of laborer. 
It took four times as many hours for the 
second group to accomplish the same 
amount of work as was done by the first 
group in one-fourth the time and the price 
paid per hour was twice as much for the 
second group as for the first. The Union 
had between times definitely limited the 
amount of work that should be done in a day 
and had then been able to double up on the 
hourly rate.
While it is not suggested that the same 
ratio of lessened output exists under civil 
service conditions, it is as certain that there 
is a lessened output as that human nature 
exists. Giving to any individual definite as­
surance of life tenure, so-called, takes from 
him the stimulus which is needed by him 
to advance in that particular field. When he 
knows that the time element is the factor 
that determines future increases he just nat­
urally proceeds to conserve his strength and 
fails to increase his efficiency with the result 
that very shortly he begins to lose what he 
had at the beginning.
The theory of selecting government em­
ployes entirely outside the political field and 
by means of some type of an examination 
is absolutely correct, except for such neces­
sary administrative positions as are needed 
for a proper determination of policies. For 
the good of the employe as well as for the 
good of the government, definite checkings 
should be made from time to time for the 
purpose of determining whether the effi­
ciency possessed at the time of entrance was 
being maintained, had been increased or had 
been lost. The possibility of advancement 
should not be measured by time service but 
should be determined by efficiency ratings 
conducted at various stages by those out­
side of political control.
Naturally some recollections were in­
dulged in regarding changes in the account­
ing field.
American texts on bookkeeping were rare 
prior to the Civil W ar period. What were in 
existence were largely devoted to a combina­
tion of mathematical business problems and 
a presentation of single entry bookkeeping. 
Double entry was not utilized to any con­
siderable extent. A few business colleges 
had been started in the larger centers and 
were offering very short courses devoting 
the time to teaching penmanship, rapid cal­
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culations and elementary bookkeeping.
With the close of the Civil War there 
was a marked increase in the demand for 
these short business courses. The young­
sters who had gone to the war without even 
the benefits of the meager educational ad­
vantages then afforded and had utilized their 
wartime activities for entirely different pur­
poses than office work, felt the need, when 
the war was over, of brushing up a little 
before re-entering any form of civil life. 
The enrollment in business colleges assumed 
unheard of proportions, several of them en­
rolling more students than were to be found 
in any other type of an educational institu­
tion. Courses in accounting were not of­
fered. That term had not come into use. 
The business college increased its influence 
during the 70’s and 80’s and enlarged the 
character of its courses. It quite generally 
met the requirements of the day.
Largely, whatever outside bookkeeping 
assistance was needed by persons engaged in 
business was secured from bank clerks, who 
were the most familiar with accounting 
needs. Later, however, foreign investments 
in this country brought to America public 
accounting practitioners charged with the 
responsibility of preparing for their clients 
reports on those investments. In New York 
there developed, slowly at first but surely, 
the public accountancy practitioner who be­
gan to add to his foreign clientele such 
American concerns as felt the necessity of 
this outside assistance.
In the early 80’s these independent prac­
titioners began to realize the advantages of 
associations and in 1882 the first organiza­
tion was effected in New York. It was not 
confined to practitioners but included those 
interested in accounting matters. Gradu­
ally the movement spread from the East to 
the West, but so far as independent groups 
were concerned they did not materialize un­
til the 90’s.
Record keeping for business had in the 
meantime shifted from the single entry type 
to the double entry method, and here and 
there elements of cost keeping had been in­
troduced. The old saying that there is noth­
ing new under the sun always has a certain 
element of truth. Many accountants are of 
the opinion that cost accounting is a matter 
of recent years.
In 1887 the writer went to Chicago for
and on behalf of a bank and a paper manu­
facturing house that were interested in the 
affairs of a printing concern in Chicago 
which had become indebted to the manufac­
turer, and, by the latter’s endorsement, to 
the bank. He was commissioned to make an 
investigation and report what in his judg­
ment should be done. He found a set of cost 
records containing among other items a re­
serve for bad debts of twenty-five per cent. 
The main source of difficulty so far as the 
printing house was concerned was that the 
loss from bad debts had been nearer thirty- 
five per cent. The bulk of their business had 
been of the show variety. Circus posters, 
theatrical bills, etc., had to be made up in ad­
vance of the season and the percentage of 
flops had been so great that while they had 
the right idea their estimate of the human 
element involved was badly askew.
New York passed the first C.P.A. law in 
the spring of 1896 and in the fall of that year 
the Michigan Association of Accountants 
and Bookkeepers was organized which, af­
ter two shifts in name, is now the Michigan 
Association of Certified Public Accountants.
In the early days the independent ac­
countant was largely utilized when defalca­
tions either had been discovered or were an­
ticipated. In fact the practitioner was 
largely a high-class private detective. He 
then developed into a systematizer. Systems 
became necessary in order as far as possible 
to provide against repetitions of the defalca­
tions which had occurred. That step was a 
natural outgrowth of an orderly develop­
ment. At first the systems were installed for 
safe-guarding cash, then for checking ma­
terials which naturally led to the installa­
tion of systems designed to properly care 
for all costs. This was followed in turn by 
the development of types of reports needed 
for credit purposes.
With the rapid development of the cor­
porate form of conducting business, reports 
were prepared to furnish information 
needed by stockholders, some of whom 
could be present at the annual meetings but 
most of whom could not. The income tax 
laws widened the sphere of the accountant’s 
influence and eventually changed the char­
acter of his work from that of a historian to 
that of an advisor. He prepared suggestions 
as to changes which might be made. Later, 
as business concerns became more depen-
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dent on their accountant, his advice was con­
sidered as a suggestion as to what should be 
done. Corporations came to rely on their 
accountant as well as on their attorney when 
discussing possible changes or making fu­
ture plans.
Accounting organizations evolved from 
the single practitioner who did all the work 
himself through various stages until there 
came to be what are usually referred to as 
national firms with offices scattered through­
out the several states in accordance with the 
necessities of the clients served by them.
From a time when no restrictions were 
placed on anyone who wanted to announce 
himself as a public accountant we have now 
reached a situation wherein every State has 
established a State Board for the purpose 
of giving examinations to those who wish to 
be recognized as qualified accountants. To 
those who are successful, certificates as cer­
tified public accountants are issued. In many 
of the states the authority of the Board has 
been extended so that it has jurisdiction over 
all accounting practitioners within the State 
whether certified or not. The Federal Gov­
ernment, by law as well as by regulation, has 
recognized the C.P.A., as he has been 
granted rights within the several states, as 
the official professional independent ac­
counting practitioner. During the last half 
century accountancy has emerged as a full- 
fledged profession.
In attempting to visualize past changes, 
present trends, and future possibilities the 
most serious problems confronting America 
today deal with the home. Family stability 
is the corner-stone from which national pro­
gress must be built. Today family conditions 
are not as satisfactory as formerly. Once the 
home was the center around which the lives 
of the several members thereof revolved. 
Some homes were not as good as they 
should have been but by and large the main­
tenance of the home was looked upon as 
essential. Gradually as the result of changes, 
to which reference has already been made, a 
situation has developed where the home is, 
in an increasingly large number of instances, 
merely a place where the members thereof 
go when they cannot find any other hang­
out.
The desire on the part of woman to 
emancipate herself or to be emancipated has 
emphasized the truth of the toast offered to
her on one occasion, “Woman, once our 
superior, now our equal.” Along with that 
change must also be noted the fact that the 
husband, who is usually referred to as the 
head of the house, is today often in reality 
merely a hanger-on and an occasional 
visitor. From a nation of homes we have 
rapidly drifted to a nation of boarding 
houses or one room and bath apartments in 
neither of which can the finer things of life 
be obtained. Ideals cannot be nurtured in 
either. As the divorce records demonstrate, 
homes are not what they used to be. The 
recent newspaper accounts regarding the 
latest Hollywood upheaval were not only 
rotten journalism but unfortunately they 
represent too many present-day situations 
which are not so highly publicized.
The opinion is often expressed that the 
present generation represents a moral de­
cline. With that view the writer is not in 
accord. The parents of the younger genera­
tion are much looser in their views and 
habits of life than it is. The present gener­
ation of youngsters are victims of the com­
bination of changing circumstances to which 
I have referred under which the parents did 
not choose to carry on as formerly and all 
the oldtime moorings were lost by large 
numbers. The family situation can easily be 
traced to the time when a generation 
emerged into family relationships under war 
time conditions. Try the experiment of 
checking up the next time that you are in a 
restaurant where liquor is served or in a 
cabaret when groups of young people arrive 
and seat themselves for a period of relaxa­
tion. Four out of five times it will be the 
members of the group from twenty-five to 
thirty-five years of age who whip out their 
cigarettes and proceed to give the waiter an 
order for liquid refreshments. The majority 
of those in the group who do not partake will 
be from among the younger members.
Fortunately my life experiences have cen­
tered around two well-conducted homes. 
Father made a good choice when he married 
and in at least that one respect I followed 
his example. Neither mother nor wife felt 
that she was fettered by home responsi­
bilities. They were successfully met in both 
cases. From the standpoint therefore of 
home heredity and home environment I have 
had nothing to overcome. In school, teachers 
ordinarily have little trouble in getting along
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with children when the parents have not set 
examples that are harmful.
Three factors are involved in the develop­
ment of an individual. He is somewhat the 
product of heredity, somewhat the product 
of environment, but more largely his suc­
cess must be traced to his individual 
initiative. The same household has produced 
those who have attained to the heights of 
success and those who have fallen to the 
depths of failure. The same locality has 
within its borders those who are mindful of 
their responsibilities to the community and 
to their fellows and who devote their efforts 
to the upbuilding of the community while 
others choose to self-center their efforts in 
ways that lead to their ultimate disgrace. On 
the other hand the utilization of individual 
initiative permits one to overcome either 
heredity or environment disadvantages and 
carve for himself a place in history, while 
others, lacking in ambition or desire to suc­
ceed, waste their heritage of both and reach 
the end of life a hopeless failure.
National developement shows the same 
general tendency. The founders of the 
United States and the early generations 
furnished such a combination of the best 
heredity traits and rugged individuality that 
an environment was created under which the 
nation grew and developed. In recent years 
there has been an increasing tendency to 
substitute the dictates of government for 
individual initiative and to extend the func­
tions of government into all manner of pri­
vate activities. Unless that tendency is re­
tarded it will eventually stifle the most im­
portant of the three factors—initiative.
In life it is not so much what one does 
but how it is done that makes for success or 
failure, whether we are considering the 
individual citizen or the government as a 
whole. The individual who is of assistance 
to others with whom he must necessarily 
associate finds that the strength which he 
develops in helping the other fellow carries 
him far toward his desired goal. The chap 
who devotes his time in attempting to pre­
vent his competitor from advancing any 
faster than he does and who wastes his 
energy in trying to interfere with the other 
fellow’s problems rather than advancing his 
own is the one who is always complaining 
about his hard lot and his bad luck.
Let no one who has read thus far gather
the impression that the editor is a pessimist 
or that he has not enjoyed the various types 
of activities which have made up his life. 
Far from either of these conclusions. He has 
attempted at least to stop short of becoming 
so routinized as that he feared to enter upon 
entirely different business or professional 
activities than those in which he was at any 
time immediately engaged. He would be per­
fectly willing to repeat his life experiences 
provided he was certain that he would be 
surrounded by the same type of friends that 
have been his through all those years. He has 
had his difficulties the same as all others. He 
has been obliged to work with those who 
were devoid of the ordinary sense of ac­
countability, but long ago he learned that it 
never paid to waste time wishing that cer­
tain events had not happened as they did.
The only matters in which any individual 
may have a hand in their solution are those 
which are in front of him. The more clearly 
one discerns present trends the more certain 
it is that he may become a factor in assisting 
to counteract those that are injurious. The 
future offers to each an opportunity. If past 
experiences are utilized the interests of the 
family, community, State and nation of 
which he is an integral part will be advanced.
During the progress of this dictation, 
merely as indicating some of our every-day 
experiences, there have been five interrup­
tions. One Government official wanted to 
know if a given person was a certified public 
accountant. He wasn’t. Another wanted to 
know as to the standing of a particular ac­
counting firm. It was good. A newspaper 
wanted information for one of its readers as 
to the requirments to take a C.P.A. exami­
nation. An employee of the Government who 
had been on the accounting staff with out­
side work had been in Washington for six 
weeks and had come to the conclusion that 
he ought to get a C.P.A. certificate. Prior 
to coming to the Government he had been 
with accounting concerns, both local and na­
tional for fifteen years but not till he got 
here did he realize the value of the letters 
C.P.A. He wanted to find an easy way to get 
into the charmed circle. The fifth was a Gov­
ernment official called in from the field for a 
conference. He wanted to congratulate us 
on our magazine.
Seventy—Busy—Healthy—Happy.
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N e g o t i a t e d  R e c e i v a b l e s
by E u g e n e  S. B e n j a m i n , New York City*
OUTSIDE of cash in bank, a debtor’s receivables consisting of open accounts, 
notes and acceptances, form the principal 
reliance for the prompt payment of current 
bank loans and trade debts.
Because Receivables play such a vital part 
in the current position, it is essential that the 
Credit Executive should realize the impor­
tance of the various items which go to make 
up the sum of all the receivables shown in a 
balance sheet.
After granting a debtor full value for his 
open accounts as a current asset, the neces­
sity for caution refers principally to notes 
and trade acceptances receivable.
Contingent Liability on Negotiated Notes 
and Acceptances
The importance of properly valuing the 
so-called “contingent liability” on notes and 
acceptances which have been discounted at 
a bank on the basis of the Seller’s endorse­
ment or which have been otherwise nego­
tiated by the Seller with his endorsement, 
has not been universally recognized by 
Credit Executives. In fact, the statement 
blanks used sometimes neglect to call upon 
the seeker of credit to disclose whether or 
not he has discounted or otherwise nego­
tiated any of his customer’s paper as well as 
to answer the question as to whether or not 
the seeker of credit has pledged or sold any 
of his open accounts.
This laxity in method arises perhaps from 
the error of treating these items as a “con­
tingent liability” instead of giving to them 
their direct status in a balance sheet.
This treatment of these items as a con­
tingent liability serves to give them a pre­
ferred or improved status in the considera­
tion of a balance sheet.
When one studies the actual transactions 
out of which notes and acceptances usually 
arise (except in the few business activities 
where such settlements are the established 
custom), he reaches the conclusion that there
*Mr. Benjamin is the author of “Practical 
Credit Analysis,” published in 1933, for which 
A. D. Whiteside, president of Dun and Bradstreet 
Company, wrote the Introduction.
is a real and not a contingent liability 
existing.
Let us see how these notes originate under 
present-day business methods. Notes or ac­
ceptances are generally given for purchases 
by concerns whose credit is not of high 
standing; or for the purpose of obtaining 
longer term s; or to pay past due obligations ; 
or in transactions where part cash and part 
note is demanded by the seller because he 
will not give the buyer any large credit on 
open account. Too often such notes are not 
paid when due and are renewed in full or 
in part, and to conceal this fact, the new ob­
ligation is, if possible, discounted by another 
bank. All these facts surely indicate that 
this type of asset is to be treated with care 
if not with suspicion as to its real value.
While a note when payable at buyer’s 
bank, is more of a protection to the seller 
than an open account from the same debtor, 
it should be understood that the credit stand­
ing of debtors who are sold on open account 
is generally higher than the credit standing 
of those from whom a note or trade accept­
ance is accepted or demanded.
Therefore, a merchant’s open accounts 
should have a higher relative value as a cur­
rent asset than his notes receivable should 
have.
If this viewpoint is accepted, why should 
the fact that the seller discounts these notes 
with his endorsement render such notes less 
subject to loss in collection than the loss to 
be expected on the merchant’s open ac­
counts? The direct opposite is true, viz., 
that the loss will be greater on the notes 
than on the open accounts in those industries 
where the giving of notes and trade accept­
ances is not the usual trade custom.
The proper method is to treat the sum of 
all discounted or negotiated customer’s re­
ceivables as a current asset clearly desig­
nated on the statement blank, and then to 
offset the value of this asset by entering the 
liability for a similar amount also plainly 
provided for in the printed form.
The Credit Executive could then face the 
situation as it exists and determine whether 
or not he will accord full current value to 
this type of asset.
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As to the liability he can form his judg­
ment as to its extent and accord credit ac­
cording to all the factors.
Responsible concerns selling their prod­
ucts on an open account basis, seldom dis­
count the notes which they receive in the 
ordinary course of business. Small con­
cerns, on the other hand, are often forced 
to discount such notes in order to meet their 
own obligations, and too often this necessity 
for discounting their notes receivable arises 
because the Seller grants credits that are 
both too liberal in dollars and in time. This 
situation is well elucidated by the following 
statement comparison of two dealers in raw 
furs, each having almost the same amount 
of capital and transacting the same volume 
of sales. The statements as delivered to the 
banks were as follows:
Current A ssets A B
C a sh .................................... . . . .  52,000 79,000
Accounts R eceivab le___ . . . .  120,000 141,000
M erchandise...................... . . . .  165,000 130,000
337,000 350,000
Non-Current Assets . . . .  16,000 11,000
Total A ssets  ............
Liabilities
353,000 361,000
Due Bank ........................ . . . .  91,000 35,000
Accounts Payable .......... .... 10,000 96,000
Total Liabilities . . . . .... 101,000 131,000
Gross Capital .................. . . . .  252,000 230,000
Liquid C a p ita l .................. . . . .  236,000 219,000
S a le s .................................... . . . .  840,000 841,000
Current Ratio .................. . . . .  3.33 2.67
In the above showing, statement “A” is 
as good as statement “B.” There was how­
ever, on statement “A” a notation by the 
auditor, of contingent liability on bills re­
ceivable discounted of $219,000. This so- 
called “contingent liability” under a common 
sense interpretation of the value of notes 
receivable discounted, had therefore to be 
taken into consideration and by setting up 
the figures on this amended basis, we have 
the following comparative view from a 
credit standpoint, of the two businesses.
Current A ssets A B
C a sh ............................... 52,000 79,000
Accounts Receivable..  
Bills Receivable dis­
counted ......................
120,000 141,000
219,000 none
M erchandise................ 165,000 130,000
556,000 350,000
Non-Current A ssets.. 16,000 11,000
Total Assets . . . . 572,000 361,000
Liabilities
Due Bank .................. 91,000 35,000
B /R  discounted by
bank and trade........ 219,000 none
Accounts Payable 10,000 96,000
Total L iab ilities.. 320,000 131,000
Gross C ap ita l.............. 252,000 230,000
Liquid C a p ita l............ 236,000 219,000
840,000 841,000
Current Ratio.............. 1.74 2.67
% Receivables to Sales  40 very bad 16.7 good
% Merchandise to Sales 19.6 fair 15.4 good
% Liabilities to Sales 38 excessive 15.5 good
%  Liabilities to Liquid
C apital...................... 136. excessive 60. good
Times Turnover of
Liquid Capital.......... 3.5 fair 3.8 fair
Times Turnover of
Merchandise .......... 5.1 fair 6.4 good
This comparison brings out the following 
facts:
That A ’s uncollected outstandings were 
nearly 2½ times greater than B’s outstand­
ings and they represented an average credit 
of nearly 5 months as against an average 
credit of 2 months for B.
As a consequence of this extremely liberal 
credit policy, A’s Liability for every dollar 
of sales was 38 cents as against B’s Liability 
of 15.5 cents.
As a further consequence A was owing 
directly and indirectly $1.36 for every dollar 
of his working or liquid capital, while B was 
only owing 60c for every dollar of his work­
ing or liquid capital.
The reaction of the Credit Executive to 
this showing necessarily should be that the 
so-called “Contingent Liability” of $219,000 
for receivables discounted by A’s banks was 
in fact a direct and threatening liability be­
cause it was evident that A was selling any­
body and everybody who would buy his 
goods and give him a note or acceptance in 
payment, on which he could obtain cash 
from the banks to meet his trade obligations.
The result of these methods was demon­
strated in 1930 when A was forced into 
bankruptcy because his customers did not 
meet their obligations, while B also suffer­
ing losses, still remained in good credit.
While it is true that this was an extreme 
case of undue liberality on the part of banks, 
its usefulness in showing the uncertain 
quality of discounted receivables in many 
lines of trade, should be apparent.
As to contingent liabilities in general, 
there are certain types of business activities,
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such as dealing in raw commodities (rubber, 
wheat, cotton, silk, etc., etc.) where it is 
often essential to show the long or short 
position, and in these cases these should be 
indicated as contingent liabilities.
Liabilities for undetermined law suits and 
similar contingencies would properly come 
under this same heading.
The contingent liability for long-term 
leases, use of patents, employees’ contracts, 
advertising contracts and the ordinary con­
tracts for advance purchases of merchan­
dise, etc., are not noted in a balance sheet as 
they are engagements entered into in the 
usual course of business and should be pro­
tected by the strength of the Capital, Capac­
ity and Moral aspects of the risk, and relate 
solely to the future conduct of the business. 
Discounted receivables, on the other hand, 
relate to the past conduct of the business 
and unless they are fully disclosed and ac­
counted for in the balance sheet, any loss in 
collecting them will necessarily weaken the 
foundation for the future credit.
D e f a l c a t i o n s  I n  T h e  M a k i n g
by E d w a r d  P. T r e m p e r ,  Jr ., C.P.A., Seattle, Washington
THE disappearance, suicide, confession or conviction of individuals betraying 
public trust in the handling of funds does 
not return the funds nor does it return the 
confidence of the people in a system that per­
mits defalcations. Each of these results may 
dispose of a given case only to be duplicated 
a few months or years later with different 
characters playing the same parts. Have we 
learned nothing during years of irregular­
ities in public offices, banks and financial 
institutions ? Can we overlook the fact that 
case after case is discovered only after many 
years of irregularities have brought it to 
light; that more often than not discovery is 
made, not by those charged with that respon­
sibility, but because the scheme was so long 
worked that it fell of its own weight?
One of the functions of every audit is 
prevention. Preventive auditing requires 
skill, years of training and experience. It 
is highly technical. The discovery of the 
amount of a shortage after a disappearance, 
suicide or confession may not be difficult. 
The discovery of a defalcation in the mak­
ing or the prevention of the probability of 
an attempt requires a combination of ability 
not found in a system permitting the audit 
of one political unit by another, a system 
in which both parties, the auditor and the 
one audited, are subject to the vagaries of 
political appointment, and, unfortunately, a 
system whereby the experienced and the 
skilled do not seek appointment because of 
probable short tenure of office and inade­
quate rewards.
Is it any wonder that such a system has 
broken down ? Can a long record of failures
be expected to produce confidence in the 
public mind?
But confidence can be produced, failures 
can be minimized by following methods now 
long accepted in private business. That is, 
through regular independent audits by those 
proven to be qualified. Honest officials have 
a right to the protection of an auditing pro­
gram and to a reliable clearance upon as­
suming and leaving office. The public has a 
right to know that they are protected from 
misappropriation of their funds by truly in­
dependent audits in which their interests are 
paramount. They have a right to demand 
that the greatest skill the community offers 
should be engaged upon this important 
work, which includes the development of 
sound procedure and practices, the analysis 
of trends and of costs and the presentation 
and interpretation of financial facts.
Every State in the Union has provided 
for the examination and licensing of Cer­
tified Public Accountants. This has been 
done in order that the public may be pro­
tected from unskilled practitioners as they 
have been protected in law and medicine. 
Such a program has provided for a respon­
sibility, independent and qualified, that all 
who need such service may turn to with 
confidence. It has created a standard of 
education, training and ability recognized 
throughout the United States by private 
business, by many federal agencies and by 
many State governments.
Is your State availing itself of this pro­
gram in the audits of governmental bodies 
and financial institutions?
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C o t t o n  M i l l  I n v e n t o r i e s
DURING the past year, several meetings of the Atlanta Chapter of the Georgia 
Society of C. P. A’s were held, at which 
papers were read dealing with the valuation 
of cotton mill inventories. Lengthy discus­
sions followed each one, with the result that 
certain resolutions were passed, indicating 
the opinion of those present with respect to 
various phases of the inventories. These 
resolutions were presented at the Annual 
Convention of the Society, and after con­
siderable further discussion, they were 
passed in their present form.
This represents a type of work which can 
be profitably undertaken by any State 
Society.
Cotton mills form a prominent industry 
in that State and a proper basis of deter­
mination of cotton mill inventories was felt 
advisable by not only the industry but the 
Government officials and the profession.
Resolutions
The report presented was discussed from 
all three angles, several changes in phrase­
ology were made, and eleven points were 
agreed upon as follows:
“1. That the valuation of baled cotton in 
the warehouse purchased outright should 
be based on the actual quotation or deliv­
ered price given by the broker or brokers 
with whom the mill has dealings, provided 
this is lower than cost.
2. That, as a general principle, for pur­
poses of comparison with market price, the 
cost of raw cotton in the warehouse pur­
chased outright, cotton in process, and cot­
ton content of finished goods shall be ar­
rived at on the basis of first in, first out, 
segregated as to grades, if practicable, and 
not on the basis of an average price or actual 
identification.
3. That cotton on hand required to fill 
firm orders on hand shall be taken into in­
ventory at cost, even when market is lower, 
provided the orders have been taken on the 
basis of normal mark-on.
4. That raw cotton in the warehouse de­
livered on a pro-forma invoice on which the 
price has not been fixed, shall be valued at 
the market price, and the difference between
the provisional price paid and the market 
shall be shown on the balance sheet as a 
current asset or liability.
5. That raw cotton on hand not required 
to fill orders, but against which futures have 
been sold, shall be taken into inventory at 
market and the hedge be shown at market; 
that hedges against forward sales be also 
included in the balance sheet at market and 
the liability for the cotton element repre­
sented by forward sales be included in the 
balance sheet at market as contra, the differ­
ence being entered in Profit and Loss.
6 . That all margin deposits on unclosed 
speculative futures contracts on which a 
book profit or loss is indicated should carry 
a notation directly thereafter as to the exact 
status on the balance sheet date; that if there 
are open speculative futures contracts with­
out margin deposits, a footnote on the bal­
ance sheet should disclose the amount of 
the contracts and the indicated profit or loss 
thereon at the balance sheet date; that no 
profit or loss be taken into the books until 
the speculative interest is definitely liqui­
dated.
7. That in the case of profit or loss on 
closed hedges, the profit or loss is properly 
included in the cost of goods manufactured 
if the hedges are legitimate, but if they are 
purely speculative, the resulting profit or 
loss shall be shown as a non-operating item 
on the income account.
 8 . That cotton in process shall be valued 
in the inventory at the lower of cost or 
market—cost being defined as the cost of 
cotton plus an appropriate waste percentage, 
due allowance being made for the sales value 
of waste produced.
9. That labor and overhead in process 
(figured on the per pound cost of finished 
product) be applied to the following: the 
number of actual pounds in process, de­
creased by one-half the experienced waste 
percentage, unless there are abnormal quan­
tities at some particular process, in which 
case proper adjustment shall be made, and 
unless the Mill has a cost system under 
which the actual waste is applied to the 
various processes.
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10. That efforts should be made by all 
interested parties to price the basic stock in 
process (all machines half-full) at a con­
stant value to be based originally on cost or 
market, whichever is lower, which shall not 
change from year to year except when the 
productive capacity of the mill is increased 
or decreased, and that all process inventories 
in excess of the above be valued according 
to the principles previously set forth.
11. That manufactured products shall be 
priced by styles at the lower of cost or mar­
ket, market being defined as current bid or 
quoted prices less the commissions, trade 
discounts and freight to which the Mill is 
definitely committed. Obsolete and slow- 
moving styles shall be priced at estimated 
realizable value.”
Comments
Resolution No. 1 refers to cotton in the 
warehouse, purchased outright, and not 
identified with specific orders, and against 
which there are no hedges. To a certain ex­
tent, it represents the Mill’s long position. 
As you know, the number of grades, staples 
and types of cotton is exceedingly large. 
Two Mills may each use strict low middling 
1⅛" cotton, but may pay different prices 
for it, owing to a difference in other char­
acteristics. For this reason, to obtain a mar­
ket price for use in inventory pricing, it was 
thought best to communicate directly with 
the vendor with whom the mill customarily 
does business, and ask for a delivered price 
for the special type used by the Mill. The 
vendor will usually quote a certain number 
of points on or off some month on the N. Y. 
Cotton Exchange. The price of the futures 
for any month on any day is readily avail­
able. Thus, a definite market can be estab­
lished at the balance sheet date for compari­
son with cost.
Resolution No. 2 is probably at variance 
with the practice used by most Mills. Or­
dinarily, the Mill, as a matter of conveni­
ence, puts cotton into process at a running 
monthly average. For the purposes of 
monthly costs, there is no objection to this 
method. However, for inventory purposes, 
the Treasury Department insists on the first 
in, first out method. Usually, it is not diffi­
cult to obtain the cost in this way by grade 
and staple, by working back through the 
latest invoices. If this method is used for
inventory, a lot of trouble will be saved in 
the preparation of tax returns. It is appre­
ciated that in some Mills identification by 
grade and staple would entail a tremendous 
volume of work. In such cases, it would 
probably be necessary to treat the cotton as 
a whole on the first in, first out basis. This 
is particularly true of the cotton content of 
stock in process.
Resolution No. 3 modifies No. 2 some­
what. If cotton has been purchased to fill 
firm orders taken at a price based (to some 
extent, at least) on the cost of cotton at the 
time, and a profit will be made on this basis, 
it seems only rational to value the cotton at 
cost, even if the market has subsequently 
dropped. If this is not done, a distortion of 
profit will occur, as, if the cotton is marked 
down to market at the balance sheet date, 
the cost of production will be increased dur­
ing the year ended that date. On the other 
hand, the goods will be manufactured and 
sold in the succeeding period, which will get 
the unwarranted benefit of cotton put into 
production at a price lower than was antici­
pated at the time the order was taken.
Resolution No. 4 deals with call cotton, 
which is cotton of a specific grade and staple 
purchased at a certain number of points on 
or off the market price of some future 
month on an exchange. The buyer has a 
right to fix the price on any day before set­
tlement date of the month in question. Very 
often, the cotton is delivered before the price 
is fixed, and, in such cases, the Mill pays the 
broker on a proforma invoice, based on the 
price of cotton on the day of delivery. This, 
of course, is probably not the price the Mill 
will eventually pay, owing to market fluctua­
tions. Therefore, it seems logical to carry 
this cotton at market at the balance sheet 
date, and show the difference between mar­
ket and the amount provisionally paid as a 
current asset or liability, representing the 
amount due from or to the broker on that 
date if the price had been fixed. When the 
price is fixed, the settlement can be applied 
thereagainst, and any difference applied to 
the cost of cotton in the succeeding period. 
An appropriate caption for this account on 
the balance sheet would be “Call cotton ad­
justments, based on market as at April 30, 
1936.” In this way, the succeeding period 
absorbs any unprotected price fluctuations 
after the balance sheet date.
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Resolution No. 5 applies to cases where 
the inventory, or a portion thereof, is 
hedged. A hedge is a purchase or sale of 
futures on a recognized exchange, which 
protects the Mill against fluctuations in the 
basic price of cotton. A long hedge or pur­
chase, is usually made in cases where the 
Mill accepts orders but has insufficient cot­
ton to fill them. A short hedge or sale of 
futures is usually made when the Mill has 
cotton on hand but insufficient orders. In 
the case in point, in order to keep the cost 
of cotton (exclusive of fluctuations in basis) 
constant, the Mill has sold hedges against 
its long cotton position. While this case is 
somewhat analogous to that described under 
resolution No. 3, it was the sense of our 
meeting that the cotton hedged should be 
marked down to market. To prevent a dis­
tortion of income between the two periods, 
which would occur when the hedge is closed 
and in order to equalize the cost of cotton 
over the two periods (which was the origi­
nal purpose of the hedge), the hedge should 
also be carried on the balance sheet at mar­
ket as a contra account, and the market fluc­
tuations will then be taken into account dur­
ing the period in which they occur.
Resolution No. 6  does not deal with in­
ventory valuations directly, but rather with 
balance sheet presentations. Some account­
ants feel that the periodical statements 
should be prepared on a liquidating basis— 
in other words, that all hedges, both long and 
short, should be theoretically closed out at 
the balance sheet date, and the indicated 
profit or loss taken into the income account. 
This does not seem to be the best method, 
inasmuch as the cotton market is subject to 
broad fluctuations. Therefore, a paper profit 
at the balance sheet date may easily become 
a loss when the hedge is actually closed, or 
vice versa. Thus, the same situation men­
tioned before might arise—the inflation of 
the profits of one fiscal period at the expense 
of another. However, even if the hedges are 
not theoretically closed, there is no excuse 
for not putting the reader of the balance 
sheet on notice that they are in existence, 
and that the Mill may make a profit or sus­
tain a loss thereon in the future. Sometimes 
the Mill must make a margin deposit with 
the broker or, if the market is favorable, 
may receive one. It seems in this case that 
the logical place on the balance sheet to indi­
cate the existence of the hedges is paren­
thetically, immediately after the caption of 
the margin deposit. The notation should 
show the number of bales short or long and 
the indicated profit or loss thereon at the 
balance sheet date. If there are no margin 
deposits, the same information should be 
set forth as a foot-note to the balance sheet. 
Of course, if the hedges are closed before 
the final closing of the books and prepara­
tion of the balance sheet, the actual profit or 
loss can be indicated, together with the date 
that the hedges were closed.
Resolution No. 7 is closely associated with 
the foregoing. In the discussion of No. 5, 
hedges against orders or inventory, which 
might be termed as “legitimate,” were men­
tioned. In other words, they are used as a 
protection against price fluctuations. As 
such any profit or loss on hedges closed dur­
ing the year are properly a part of the cost 
of cotton, inasmuch as this loss or profit is 
theoretically offset by favorable or unfavor­
able purchases of actual cotton. Therefore, 
it should enter into the cost of manufacture. 
However, in many instances, Mills buy or 
sell futures purely as a speculation. It ap­
pears that any resulting profit or loss should 
not be considered as an item pertaining to 
operations, but should be shown “below the 
line” on the income account. It is sometimes 
difficult to determine whether or not the 
hedges are speculative. However, a study 
of the Mill’s cotton position at the time 
should be significant. The cotton position 
can be determined by deducting the number 
of bales required to fill orders and the short 
hedges from the sum of the number of bales 
on hand, including the equivalent bales in 
process and finished stock, and the long 
hedges. In some cases, the intent may 
govern.
Resolutions No. 8  and No. 9 deal with 
stock in process. Cotton in process should 
be priced as determined by the methods indi­
cated previously, but to this price should be 
added an allowance for waste. Or, if more 
convenient, the number of pounds in process 
may be increased by an appropriate waste 
percentage and the base price applied there­
to. Many Mills arbitrarily consider that one- 
half of the total waste has been sustained in 
all the process inventory, and so use one- 
half of the experienced waste percentage in 
their figures. However, waste has a definite
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sales value, which is not taken into consid­
eration if the pounds are increased by one- 
half the waste percentage. A better method 
is to take the total number of pounds opened 
for a period of, say, 6  months, and the dollar 
value thereof. From these two figures, the 
number of pounds of waste and the sales 
value thereof are deducted, thus giving the 
number of pounds and the cost of good cot­
ton opened. The number of pounds thus 
derived divided into the cost of cotton 
opened less the sales value of the waste pro­
duced will give a per pound value of good 
cotton in process.
Labor and overhead in process is often 
also based on the theory that the process 
inventory is half completed, and so one-half 
of the experienced or standard cost is ap­
plied. According to the resolution, this cost 
should be applied to the actual number of 
pounds in process decreased by one-half the 
experienced waste percentage. This is on 
the theory that a lesser number of pounds 
will be completed than are in process at any 
given time, and, inasmuch as the cost is 
figured on completed pounds, the pounds in 
process should be decreased proportionately. 
This theory should be modified to take care 
of any abnormal piling up of stock at any 
one place in the Mill—for instance, if there 
were an unusual number of warps on the 
floor. Of course, if the cost system at the 
Mill predetermines the waste percentage at 
each process or group of processes, this pre­
determined percentage should be used in 
arriving at the number of pounds to which 
the labor and overhead is applied. Further­
more, if the Mill uses standard costs for 
each process, the foregoing is not applicable.
Resolution No. 10 is of interest, but has 
little to do with inventory valuation at pres­
ent. Procedure would be extremely simpli­
fied if all Mills, or a majority at least, would 
agree on a valuation per pound of the basic 
stock in process, which would originally be 
based on the methods of valuation mentioned 
before, and would be kept constant from 
year to year. The basic stock in process is 
considered to be all machines half-full. As 
long as a Mill is running, theoretically this 
poundage is always in the Mill, and really 
might be considered as part of the machin­
ery. Oil companies, for instance, do not con­
sider the capacity of their pipe lines as rep­
resenting inventory inasmuch as the lines
must be kept full if they are to operate. Of 
course, any excess over the poundage re­
quired to half fill the machines should be 
valued on the regular basis. It is appreciated 
that the Treasury Department does not rec­
ognize a procedure of this sort, but it is pos­
sible that if sufficient Mills could agree, they 
would be willing to fall in line. This would 
simplify the accounting for inventory con­
siderably, and place all Mills on a compar­
able basis, as it would largely do away with 
unrealized profit or loss in the process in­
ventory. It would be applicable, of course, 
only to going concerns, and would not be 
used in the case of a liquidating balance 
sheet. However, the value of stock in pro­
cess is problematical except in the case of a 
going concern. It is appreciated that this 
theory would not apply to certain Mills 
which make a wide variety of products, par­
ticularly those which do their own finishing.
The old adage “cost or market, whichever 
is lower” is directly applicable to finished 
goods, as treated in resolution No. 11. It is 
almost always possible to obtain quotations 
on the great majority of styles in the inven­
tory, either from published quotations, re­
cent sales, unfilled orders, or, if the Mill 
has a selling agent, he can furnish prices. 
Care must be used to deduct a suitable per­
centage for the price of seconds. From the 
prices thus obtained, commissions paid to 
the selling agent (if any) and the prevailing 
trade discounts must be deducted, and a 
suitable allowance for freight made, if the 
goods are sold on a “freight allowed” basis. 
After the above deductions have been made 
from the selling prices, the true market is 
obtained for comparison with cost. It is 
nearly always found that the Mill has on 
hand a certain number of obsolete styles, 
remnants, mill ends, etc. Care should be 
taken that these are priced at realizable 
amounts, which is usually not much in ex­
cess of the value of raw cotton.
Checks Carry Thumbprints
Salt Lake City (U .P .)—Merchants here 
now reduce their bad check losses by having 
the customer leave a thumbprint on the 
check as evidence of identity. The new 
procedure frightens bad-check passers, they 
say.
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H o l d i n g  C o m p a n ie s  a n d  t h e  N e w  
T a x  L a w
by F. E. S e i d m a n , C.P.A., Grand Rapids, Michigan
T HE new tax bill is undoubtedly the most important measure passed by the 
last Congress. It will take some time before 
its full significance will be generally realized. 
It is obvious, however, that its effects will be 
felt over a wide front. No man in his senses 
would attempt to predict in detail all of its 
social and economic implications. However, 
as one ponders over some of its specific pro­
visions, there come to the surface many in­
teresting and sometimes startling things.
For instance, let us consider just one 
phase—i. e., its probable effect on the entire 
holding company situation.
Ever since the New Deal began, holding 
companies—especially those of public util­
ities—have come in for special, even though 
undesired, attention. Much “heat” was gen­
erated in the discussions as to what to do 
about them, but little “light” on how to do 
it. Finally, Congress adopted the so-called 
Wheeler-Rayburn bill containing the much 
cussed, discussed and oft amended “death 
sentence” provision. Many believe that this 
portion of the public utility act will never 
really become effective because of the Con­
stitutional inhibitions lying in the path of its 
enforcement. The 1936 taxing act may indi­
rectly dissolve the necessity of testing the 
legality of this piece of legislation. It ap­
pears to have provided a new “sentence” un­
der which death may come more slowly, but 
also more surely. Instead of the public 
utility holding companies being “put to 
death,” the new law will in many instances 
“tax them to death.” Furthermore, not only 
public utilities but all intertwining corpor­
ate structures will be in the same boat.
In discussions of the revenue bill, very 
little was heard, but apparently much was 
quietly thought, about the holding company 
situation, for there is contained in the law 
a multiplicity of taxes against them which 
will make it very difficult, and in some cases 
impossible, for them to survive.
To begin with, the law provides that 15% 
of all dividends received by a corporation
from another corporation must be included 
in income for corporate normal taxes. In 
years prior to 1936, all such inter-company 
dividends were exempt from tax. The effect 
of this change upon organizations contain­
ing layers of corporate structures is obvious. 
Taxes will have to be paid on part of the 
same income over and over again, the extent 
of the duplication depending upon the series 
of corporations contained in the holding 
company structure. Thus, assume that an 
operating company is substantially all owned 
by holding companies involving, say, four 
intercorporate structures. First, there will 
be a tax against the basic operating company. 
Then, as the income of this operating com­
pany filters through the labyrinth of cor­
porations, a tax on 15% of the operating in­
come will again be paid by each corporation 
receiving the income, right through to the 
top company. Thus, the normal tax against 
this underlying income will not be the maxi­
mum of 15%, as nominally provided by the 
law, but actually more than 23%. As al­
ready indicated, this comes about because 
of the duplication of the intercompany divi­
dends and the tax thereon at every step. 
When it is considered that numerous hold­
ing companies are extant that have not four 
but sometimes many times four layers of 
corporations, it becomes quickly apparent as 
to the punishment that lies in store for them.
However, normal tax duplication is but 
the smallest part of the impending holding 
company tax troubles. The real difficulties 
will come when the provisions of the undis­
tributed profits tax are applied. This tax 
provides for a levy at graduated rates up to 
27% on the undistributed profits of cor­
porations. However, to determine the 
profits of the corporation upon which this 
tax is applied, all dividends are includable 
and not merely 15% of them, as is the case 
with respect to the normal tax on corpora­
tions. In other words, dividends received by 
one corporation from another corporation 
are, for undistributed profits taxes, treated
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exactly the same as any other income. They 
do not receive any exemption. This means 
that in a many-layered corporate structure, 
heavy taxes would accrue unless distribution 
takes place of all intercompany income into 
and through the top company. Barring such 
distribution, every retention of a portion of 
the income would involve a surtax ranging 
from 7% to 27% depending upon the 
portion withheld by each company. It 
might however, be pointed out that some 
relief is afforded through one of the “safety 
valve” provisions of the law. This contem­
plates an exemption from the undistributed 
profits tax of earnings which, under written 
contract (entered into before May 1, 1936) 
cannot be distributed or must be applied in 
payment of debts. While this provision will 
probably relieve some corporations of the 
pressure of the tax, it will not change its 
underlying effects on holding companies.
It appears, therefore, that holding com­
panies will generally have three possible 
paths to follow. They will either ( 1 ) pay the 
heavy taxes on intercompany incomes, (2 ) 
distribute substantially all of their intercom­
pany incomes throughout the corporate laby­
rinth, or (3) integrate their corporate struc­
tures—which is polite language for “being 
taken for a ride.”
The first alternative is for all practical 
purposes “out.” It is inconceivable that 
management will long sacrifice the earnings 
of corporations by paying these heavy pen­
alties.
The second alternative will probably be 
readily adopted by those organizations hav­
ing comparatively simple intercompany 
structures and owning substantially all of 
the underlying stocks. However, there are 
rather few companies — especially in the 
public utility field — so constituted. The 
major portion of the larger holding com­
panies have outstanding minority stock in­
terests of underlying companies. Others 
have outstanding in addition, underlying 
preferred securities with back dividends, 
special dividend and conversion provisions, 
etc., which may make wholesale intercom­
pany distributions very difficult. In those 
cases it appears that if it can be done, action 
will be taken to eliminate the minority in­
terests by purchase or otherwise, thus plac­
ing the organization in the first group above 
discussed. If this is not feasible (and it will
not be in many cases), then these organiza­
tions will, barring the third alternative, be 
forced to distribute into the hands of the 
minority stockholders, their aliquot share of 
the underlying companies’ earnings. This 
will indeed be a reversal of the position held 
in recent years by minority stockholders of 
underlying companies. Instead of holding 
the bag and hoping for liberal treatment by 
the controlling interests, the application of 
this tax in these instances will probably force 
distributions of a much larger percentage of 
the corporate income than those of publicly 
controlled corporations. Incidentally, as 
soon as this situation becomes generally ap­
preciated by the investing public, securities 
of such underlying companies may become 
very much sought after.
The third alternative, i. e., complete or 
substantial integration, will, by and large, 
probably be the way out for most holding 
companies. While many legal and financial 
difficulties and obstacles will probably be en­
countered, yet the pressure of these taxes is 
bound to force integration. Self-preserva­
tion will inevitably dictate a collapsing of the 
intercompany structures, especially those of 
the myriad type. Thus, the law, by this pres­
sure tax, appears definitely to have doomed 
the holding company. In fact, it has gone 
further—it has actually provided a method 
to make death almost painless. A provision 
has been included which affirmatively invites 
intercompany liquidations. Under it, such 
liquidations can be accomplished without in­
curring a tax. In other words, a corporation 
can liquidate its assets into another corpora­
tion without the latter realizing a taxable 
profit, even though the assets taken over are 
worth much more than the stock cost the 
holding company. This could be done to 
some extent under the 1935 act. However, 
under the new law, this liquidation provision 
has been very much liberalized and broad­
ened.
This affirmative invitation for tax free 
liquidations is ample evidence that one of the 
purposes of the intercompany multiple tax 
exactions was to bring about the elimination 
of the holding companies. For with it, the 
ax, executioner and undertaker are all pro­
vided for.
It would thus appear that when the final 
“death sentence” date under the Public Util­
( Continued on page 507)
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TALKING SHOP
A D e p a r t m e n t  C o n d u c t e d  b y  L e w i s  G l u i c k , C.P.A., New York
TH E SHOPTALKERS
“This talk about horse and buggy days,” 
said Oldtimer, “irritates me. The impres­
sion is conveyed of great antiquity; actually 
the buggy is a comparatively recent vehicle; 
unknown to the framers of the Constitution. 
The truth of the matter is, that no matter 
how much people may object to some too 
conservative judges, the majority of the 
people are not only horse and buggy minded
“Why mention the horse?” interrupted 
the Kid.
“------but don’t want to be different. Now
just look at this fountain pen. It is the old­
est in my set; I keep it for its unusually fine 
point. But it lacks a self-filler. In fact, 
when I recently had to fill it with the drop­
per, a girl in the office, 26 years of age, told 
me she had never seen such a pen before; 
nor known of their existence. Which really 
has nothing to do with the case. But it re­
minded me that when I bought the pen, in 
1919, the rubber-sack type of self-filler was 
still a rather leaky vessel. A simple plunger 
type, saving the space of the sack; and dou­
bling the ink capacity (or in other words, 
restoring the capacity to that of my old 
dropper filled pen) was patented and put on 
the market the same year. Unfortunately 
the promoters were more interested in sell­
ing stock than pens; and the idea was lost 
in bankruptcy. Today only one of the major 
pen manufacturers is using the idea; and 
despite some clever advertising the public 
is still buying the rubber sack type, because 
the other makers are still in the horse and 
buggy stage; won’t recognize the superiority 
of the other fellow’s idea.”
“Much worse,” said Blank, “our dime 
stores are distributing an oriental product 
that is making it hard for the American 
makers to keep in business at all. Tariffs 
are not enough; downright prohibition is 
needed.”
“Maybe so,” said Philo, “but let’s keep to
the main road. It isn’t alone in offices that 
we find obsolete methods. I was thinking 
only last Sunday, what a ridiculous hour 
eleven is for morning services. Yet all 
Protestant churches adhere to it; and the 
Roman High Mass is at that hour. Now 
why is that ?”
“Easy,” said Blank. “Sunday is the day 
of rest and a man ought to be allowed to 
sleep late and dwaddle over his second cup 
of coffee while he reads the papers.”
“Wrong,” replied Philo, “though there is 
something to it. The real reason is that in 
the rural economy that existed when this 
nation was founded, chores had to be done, 
Sabbath or not, and a long walk or ride made 
to the meeting house. Any time earlier than 
eleven would have seriously inconvenienced 
the majority of the congregation. But in 
these days when an urban population pre­
dominates ; and every farmer has a flivver, 
any hour would be possible; and most pre­
ferable.”
“I see the point,” said Oldtimer. “Eleven 
is too early for the very early golf worm to 
get back in time fo r ; and much too late for 
the regular-time outdoor man.”
“I was once in a small town,” said Rover, 
“where the pastor of one church made a big 
hit by having his services at 9 :30. Golfers 
were encouraged to come in their golf 
clothes; and the sexton’s negro helper 
checked their bags of clubs in the vestibule.” 
“That’s just the kind of idea I was going 
to suggest,” said Philo, “but I fear it would 
be tough putting it over.”
“Getting from religion to its very anti­
thesis,” said Sinbad, “how about the old 
fogies who still insist that big battleships 
are not just ideal floating targets for fast, 
cheap planes?”
“For that matter,” said the Kid, “we are 
all dopes to be talking about the old-fash­
ioned ideas of others. Just look at us. Warm 
day. W hat are we wearing? Well, this 
seems to be a progressive gang. Most of us
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have very light-weight fabric suits. But 
Oldtimer, I note, still clings to a vest. And 
all of us are wearing coats. Can anything be 
more foolish?”
“Yes,” said Blank. “It isn’t just the coats. 
It is our whole scheme of dress. We take it 
from our British cousins. We adopt styles 
and fabrics for our whole vast country 
which, are well adapted only for the cool 
dampness that is most generally found in 
the British Isles. We got political independ­
ence from the German kings of England in 
1776; but we still pay homage to the Lon­
don tailors and drapers, and their polyglot 
imitators here in New York.”
“This clinging to a vest and woolen cloth,” 
said Oldtimer, “is not as foolish as it looks. 
Granted it is overly warm here. But just 
you ‘congo-linen-weave’ boys wear your 
clothes into a so-called modern air-condi­
tioned restaurant or theater; and you’ll swap 
with me in a hurry. Summer colds, and all 
the ailments that follow them, are increas­
ing. Just at the time when people are finally 
educated to dress for outdoor temperatures 
we subject them to the shock of winter at­
mosphere.”
“Believe me,” said Rover, “you said a 
hospital full. Since these infernal air-condi­
tioned trains have become so universal it is 
absolutely necessary to carry a topcoat all 
summer long, to wear in the train. I shall 
never forget the first time I rode one. It 
was over 90 in the shade in that southern 
town; and I was dressed accordingly; white 
trousers and shir t ; and the coat to match 
the pants over my arm. Then, off the sunny 
train platform, which must have been over a 
hundred, into the cold blast of a perfectly 
conditioned car at sixty-eight. Never suf­
fered so from cold in my life before the trip 
was over.”
“Well, I like ’em anyhow,” said the Kid, 
“but I know there are plenty like you; and
I predict a big success for the first manager 
of a public place who will have the guts to 
advertise that his establishment is NOT 
chilled, and that the thousands of people to 
whom an electric fan is literally a pain in the 
neck can shop, or eat, or watch movies in 
the heat to which they are accustomed.” 
“Worst of it is,” said Blank, “that none 
of the platform makers recognize this aspect 
of the crisis that confronts us. Frozen as­
sets are insignificant compared to frozen
voters.”
“Listen,” said Oldtimer. “What this 
campaign needs is some air-conditioned 
speeches.”
C l i e n t s ' D e m a n d s  
The first contributions to reach us came 
from a reader in one of the Carolina’s. One 
man wanted him to inspect the bookkeeping 
system installed by a machine company, just 
as a favor. The man wasn’t even a client. 
The other we quote in full:
“The daughter of a client has recently 
divorced her husband. Since she must 
now go to work and support herself, she 
found a bookkeeping job, although she 
has never kept books or worked in an 
office in her life. In fact, she doesn’t 
know whether a debit is an entry or a 
contagious disease. The client wants me 
to go down and instruct her daily in post­
ing the books until such time as she can 
get along without my valuable assistance.”
T a x e s
Of the first 107 cases reported in 34BTA, 
14 of the plaintiffs were represented by 
C. P. A’s. Of these cases only five got Rule 
50 decisions, which may or may not be 
victories; and nine were clear “decisions 
for the respondent.” The batting average 
of our profession is not so good. For the 
first time that we ever recall, a C. P. A. ap­
peared on the side of the Commissioner. In 
No. 30 R.C. Grauer was listed on the side 
of the government. That was a Rule 50 
standoff too.
In No. 8 8  a man avoided having his wife 
divorce him by giving her a note for $ 1 0 0 ,­
000 @ 6 %. Is any wife worth that much? 
To the many young men whom we have 
urged to study stenography, we call atten­
tion to case No. 99, in which it appears that 
a good male steno made better than $7,600 
net in one year after paying all the wages of 
assistants, etc. That’s a business! The case 
of Torrey decided by the Circuit Court for 
the 6 th District on June 5 is one of those 
sensible decisions that makes you riled to 
think that it was necessary to fight it so far. 
Taxpayer had a schedule attached to an ap­
peal made to the BTA; it got lost, through 
no fault of the taxpayer; but the BTA re­
fused to accept a copy in evidence. The
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court said the BTA was wrong. Like pure 
orange juice? Read the Court of Claims 
decision in the case of Hardart and Hardart, 
rendered May 4. When 31 BTA 758 was 
promulgated several volumes back, we com­
mented on the humor in this scavenger case. 
It increases as the result of the decision ren­
dered on June 8  by the Circuit Court of 
Appeals of the 9th circuit, wherein the court 
sustained the Board on 2 counts and re­
versed it on a third. The case of Rankin and 
Turner (CCA 3rd June 17) is an interesting 
and commonsensical application of the “first 
in, first out rule” and an exception thereto.
Herb Taggert’s preface to Volume VII, 
No. 3 of the Michigan Business Studies is 
a little gem that ought to be compulsory 
reading for all New Dealers, and also for 
many of their opponents. He knows what 
he is talking about, concerning the NRA. 
On the other hand, we wonder if Mr. Ritten­
house, author of Secretarial Accounting, 
has ever seen in practice a trial balance of 
books of account kept by a physician. He 
gives an example of one on page 175; and 
we only wish that such things existed. But 
from the many physicians we know well, 
both kinsmen and friends, we gather that 
keeping books that can be balanced is not 
only useless, but darn near a breach of 
ethics, smacking entirely too much of com­
mercialism.
The Ronald Press has recently published 
the Bookkeepers’ Handbook, without benefit 
of author’s or editor’s name. It is a fit 
companion for the famous Accountants’ 
Handbook, and we like it a lot for two rea­
sons. The lesser one is a favorable mention 
of our Society on page 571. The greater one 
is that, starting at that page, the bookkeep­
ing student is told what an audit is ; and 
what an auditor is supposed to do ; and (this 
being the climax) what the bookkeeper 
should do for the auditor. Every auditing 
text devotes more or less space to the way 
in which the outsider should treat the 
client’s staff; and what the client should do 
to assist the auditor. If this new book at­
tains the large circulation it deserves, maybe 
in the future we will find the hoped for ideal 
more nearly realized.
In the death of W. Alcorn Brown the 
profession sustained a real loss. As execu­
tive secretary of the N. Y. State Society of
C. P. A’s he devoted 14 years of his life to 
that organization. Administrations came 
and went; Brown lived for the Society. His 
sudden death was a shock to all who knew 
him ; and it will be a hard task for the direc­
tors to get a man who can do the w ork; and 
a harder task for the man selected, for he 
will have as his standard of achievement an 
Everest. The Shoptalker feels the loss more 
keenly than most, for in the work of the 
various committees he has been on, in the 
editing of the short-lived Worksheet, and in 
the operation of the “Shop,” Alcorn Brown 
was an ever-present source of willing assis­
tance. Large attendance at his funeral, on 
the day that set an all-time heat record for 
N. Y. City, testified to the esteem in which 
he was held by all.
A reader, who for purposes of publica­
tion desires to be known as “Panhandle 
Pete,” sends us the following:
(From Medical Economics for June, 1936)
“As gay as a coal heaver” may well be­
come an accepted simile if a trend begun 
last month continues.
The art department of the University of 
Minnesota was called upon by the local 
municipal power plant to redecorate its 
boiler room. The coal shovelers, it seems, 
were not happy at their work. Their souls 
craved color, gaiety.
They got it, too.
In jig time a bevy of artists invaded the 
building, and, with an abandon that must 
have delighted the about-to-be-emancipated 
coal heavers, set to their job of painting the 
place. The floors took on a luscious crimson. 
The walls became a verdant green and 
cream. And the boiler itself was soon trans­
formed into a vision of dazzling silver, 
adorned with stripes that would have made 
a zebra jealous.
Just now the American Federation of 
Arts shows an active interest in the move, 
and is asking itself the question: “W hy 
shouldn’t all coal heavers be happy ?” Pre­
sumably, it expects to inject color into the 
lives of other shovelers now that the stage 
has been set.
And what has all this to do with us ? Di­
rectly, nothing. Indirectly, a lot. Beneath 
the silly surface it is just one more indica­
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tion that people are fast becoming conscious 
of their surroundings, that they gravitate 
nowadays toward those places where the at­
mosphere and surroundings are cheerful.” 
Our correspondent then adds: “The last 
paragraph is what justifies such things ap­
pearing in a technical magazine.” Thanks. 
Frankly we are not so keen about art out 
of place. We visited the new cruiser Quincy 
on her visit to New York; and found the 
wardroom decorated in a style that would
make old-time Navy men turn in their 
graves, or come out of Davy Jones’ locker. 
Seems the Massachusetts city for which 
this otherwise beautiful ship is named, paid 
for the decorations out of funds raised by 
its school children; and the Navy Depart­
ment was obligated to accept. That kind of 
“art” may be all right on a merchantman 
catering to high-priced passengers, the float­
ing hotels; but is incongruous on a man-of- 
war.
Q u e s t i o n s  and A n s w e r s  D e p a r t m e n t
E d it o r , S t e p h e n  G i l m a n , C.P.A., Educational Director 
International Accountants Society, Inc.
This department has been asked to present a solution of the problem in Practical 
Accounting given in the examination of the State Board of Accountancy of Ohio 
on the afternoon of October 31, 1935.
The problem follows:
Problem 2, Ohio C. P. A. Examination, October 31, 1935.
Certain persons are considering leasing a foundry on January 1, 1936, at $60,000 
for a three-year term (50% payable January 1, 1936, 30% January 1, 1937, and 
20% January 1, 1938) for manufacture of an automotive product, with assurance 
of a contract for the entire output for this period at a firm price of 70 cents per unit.
Reliable engineers estimate annual production and delivery as follows:
193 6   120,000 units
1937   240,000 units
1938   300,000 units
Shipments will be made in uniform monthly amounts, and payment will be made 
on the tenth of the following month.
Each unit upon completion will weigh four pounds. The metal loss in machining 
the rough castings is 5%, which is salvaged as scrap. It is estimated that 10% of the 
rough castings will be defective.
All scrap is accumulated during each month and used in the following month’s 
melting. Consider scrap as worth $10.00 a ton. Scrap on hand at termination of 
contract is to be sold at that price.
Pig iron will be purchased locally at $20.00 per ton and a quantity should be on 
hand at end of each month sufficient to meet the following month’s production, exclu­
sive of scrap inventory.
The melting loss will run 6.433%—that is, the weight of rough castings will be 
6.433% less than the weight of metal in each melting.
In the melting of each ton of metal there will be required 1/6 ton of limestone, 
costing $2.00 a ton, and 3/4 ton of coke, costing $4.00 per ton, delivered.
The molding will be done by hand at a fixed rate of 10 cents for good castings. 
Other estimated expenses of the first year a re :
Melting labor and expense..............................................  $2,000.00
Molding expense (exclusive of labor)..........................  3,000.00
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Coremaking labor and expense......................................... 2,000.00
Cleaning and finishing expense......................................... 2,000.00
Miscellaneous materials and expense................................  1,000.00
Indirect la b o r ....................................................................... 1,000.00
Electric c u r r e n t ..................................................................  300.00
In su ran ce .................................... ..........................................  500.00
Shipping ex pense ................................................................  500.00
Administrative ex pense ...................................................... 5,000.00
During succeeding years these expenses, except administrative and insurance, 
will vary with production.
It will be necessary at the outset to invest $150,000 in special equipment which 
you may assume will have no salvage value upon completion of the contract.
You have been employed to determine what amount of capital will be required 
to finance the contract and what amount of profits may be expected from the venture; 
also make a comparative annual statement of estimated profit and loss for the three 
years.
N ote  : Show all amounts to the nearest dollar and disregard Federal income 
and excess profits taxes.
SO LU TIO N
The two principal statements required by this problem are the “Comparative 
Statement of Profit and Loss (estim ated)” and the “Computation of Capital Re­
quired.” In order to obtain the correct figures for these statements a number of side 
calculations are necessary. These side calculations are shown immediately following 
the two principal statements mentioned above.
The first step is to determine the tonnage of pig iron, limestone and coke required 
for each of the three years separately. This is shown in the “Computation of Material 
Required.” The amount required is not determinable directly from the percentage 
of pig iron in finished castings since a certain amount of scrap is recovered and re­
melted in each operation. In the first calculations the figures are accurate to the 
nearest tenth but since the problem involves primarily an estimate the final figures 
for purchases are rounded off.
A fter the material costs are determined the next step is to prepare the “Com­
parative Statement of Profit and Loss.”
The “Computation of Capital Required” takes account of the fact that sufficient 
pig iron must be on hand at the end of each month to take care of the following 
month’s requirements, and that ordinarily only whole tons are dealt in where large 
quantities are involved.
This calculation shows the total estimated capital required would be $183,528. 
Undoubtedly some margin of safety should be allowed in an actual case but it is not 
required of the candidate that he make such an estimate. It would be desirable, how­
ever, to mention the point in a note to the examiner.
Comparative Statement of Profit and Loss (Estimated) for the years ending
December 31,
1936 1937 1938 Totals 
S a le s ................................................................ $84,000 $168,000 $210,000 $462,000
Operating Costs and Expenses:
Cost of Materials U sed.................
Melting Labor and Expense.........
Molding:
Labor ...........................................
E x p en se ......................................
Coremaking Labor and Expense. 
Cleaning and Finishing Expense
$ 6,230 $ 12,400 $ 15,490 $ 34,120
2,000 4,000 5,000 11,000
12,000 24,000 30,000 66,000
3,000 6,000 7,500 16,500
2,000 4,000 5,000 11,000
2,000 4, 00 5, 000 11,000
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Miscellaneous Materials and Expense. .
Indirect L a b o r .........................................
Electric C u rre n t.......................................
In su ran ce ...................................................
Shipping Expense ..................................
Administrative Expense ........................
Rental (Leasehold) ................................
Depreciation of Special Equipment. . .  .
Total Costs and Expenses.................
Net Profit (E stim ated)..............................
1,000 2,000 2,500 5,500
1,000 2,000 2,500 5,500
300 600 750 1,650
500 500 500 1,500
500 1,000 1,250 2,750
5,000 5,000 5,000 15,000
10,909 21,818 27,273 60,000
27,273 54,545 68,182 150,000
$73,712 $141,863 $175,945 $391,520
$10,288 $ 26,137 $ 34,055 $ 70,480
Computation of Capital Required January 1, 1936
Cost of Special Equipm ent...................................................................................  $150,000
Initial Rental on Leasehold (50% of $60,000).................................................  30,000
Estimated Cash Disbursements for January, 1936:
Purchases of M aterial:
50 tons (2 months supply) pig iron (a) $20............................ $1,000
5 “ limestone @ $ 2 ................................................................  10
19 “ coke @ $ 4 ...........................................................................  76
$1,086
Direct Labor—Molding (10,000 castings @  10c).......................  1,000
Other Expenses (payable in cash ).................................................  1,442 3,528
Total Capital Required (E stim ated)......................................... $183,528
(Note to Examiner—Some “margin of safety” should be allowed, depending on
particular conditions.)
Computation of Material Required
Tons
Pig iron put into process....................................................................... 1.00000
Less—Allowance for loss in melting (6 .433% )....................................06433
Yield in rough castings....................................................................93567
Less—Allowance for defective castings (1 0 % )....................................09357
Yield in good castings......................................................................84210
Less—Loss in machining recovered as scrap (5 % ) ................................04210
Yield in finished castings..................................................................80000 T
.8 x 2,000 lbs...............................................................................  1,600 lbs.
1,600 ÷  4 ...................................................................................  400 castings
Material requirements for 120,000 units 240,000 units 300,000 units
Pig iron 400 units per ton. . . . 300 T 600 T  750 T
Limestone 400 units per 1/6 ton 50 T 100 T 125 T
Coke 400 units per 3 /4  to n . . . .  225 T  450T  562.5 T
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Computation o f P ig Iron Required 
Pig iron required: 1936 1937 1938
For p ro d u c tio n ................................................. . .  300 T 600 T 750 T
For inventory:
1/12 of 600 T .................................................
1/12 of 750 T .................................................
50 T
62.5 T
Totals .......................................................... 350 T 662.5 T 750 T
Provided b y :
Scrap recovered (see computation below) . . . .  37 T 75 T 93 T
Inventories:
Scrap ................................................................ 3 T 7 T
Pig i r o n .......................................................... 50 T 62.5 T
T o ta ls ........................................................... . .  37 T 128 T 162.5 T
Pig iron to be purchased.................................... 313 T 534.5 T 587.5 T
Computation of Scrap
1936 1937 1938
Percentage recovered:
From defective castings 9.357% 
From machining 4.210% 
Total 13.567%
Material required for production....................... 300 T 600 T 750 T
Scrap (13.567%) ................................................. . .  40.7 T 81.4 T 101.8 T
Used during year (11/12) .......................... 37.3 74.6 93.3
Inventory, end of year ( 1/12) .......................... 3.4 T 6.8 T 8.5 T
( N o t e .— Since this problem is one of estimating, these figures for scrap are 
rounded off in the above computation.)
Computation of Material Costs
Inventories, beginning of y ea r:
Pig iron ...........................................
S c r a p .................................................
Pig iron purchased..............................
1936
$6,260
1937
$ 1,000 
30 
10,690
1938
$ 1,250 
70 
11,750
Totals 
$28,700
$6,260 $11,720 $13,070 $28,700
Less—Inventories, end of year :
Pig iron ..................................
S c r a p ........................................
$1,000
30
$ 1,250 
70 $ 80 $ 80
$1,030 $ 1,320 $ 80 $ 80
Cost of Pig Iron U sed.....................
Limestone .............................................
C o k e .......................................................
$5,230
100
900
$10,400
200
1,800
$12,990
250
2,250
$28,620
550
4,950
Total Cost of Materials Used. .. . $6,230 $12,400 $15,490 $34,120
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Book Reviews
M u n i c i p a l  A ccounting Statements, 
Bulletin No. 6, of the National Committee 
on Municipal Accounting, 850 East 58th 
Street, Chicago. 156 pages. Price $2.00.
All previous publications of the National 
Committee on Municipal Accounting except 
their “Suggested Procedure for a Detailed 
Municipal Audit,” and a “Bibliography of 
Municipal Accounting,” have been revised 
and brought together in this bulletin, in ad­
dition to a large number of other statements 
to show financial transactions during the 
fiscal period and their effect on fund bal­
ances or surplus.
Part I discusses principles underlying the 
preparation of a municipal financial report. 
P art II, on the Report, gives forms for 
financial statements and forms for statistical 
tables. P art I I I  is a discussion of each fund 
and its statements. Part IV  gives explana­
tions of accounts and P art V is municipal ac­
counting terminology for State, municipal 
and other local governments.
O hio C. P. A. P roblems a n d  Solu­
tions, by William E. Dickerson, Ph.D., 
C.P.A., Associate Professor, Ohio State 
University. Order from Ohio State U ni­
versity Book Store, Columbus, Ohio. $1.00.
This 1935 supplement contains a state­
ment of and a solution for each of the six 
practical problems given in the 1935 exam­
inations by the Ohio State Board of Ac­
countancy. Each solution includes work 
sheets, journal entries and comments on dif­
ficult or interesting questions arising in con­
nection with the problem. Similar supple­
ments for the years 1932, 1933 and 1934 can 
be obtained at the same price.
P ublic U tility F inancing , 1930-1935, 
by Merwin H. Waterman, Assistant Profes­
sor of Finance, and Assistant Director of 
the Bureau of Business Research. Michigan 
Business Studies, Vol. V II, No. 4. School 
of Business Administration, Bureau of 
Business Research, University of Michigan, 
Ann Arbor. 144 pages. $1.00.
This study examines the economic and 
legal conditions of the investment market, 
as well as those pertaining to the utility in­
dustry itself, which led to changes in capital 
contracts with regard to type, form of se­
curity, provisions for retirement, etc. Se­
curity registration, bankers’ spreads and 
competitive bidding are among the specific 
factors discussed as affecting capital costs 
to the industry and the quality and yield of 
securities offered to investors.
M in im u m  P rices under t h e  N R A , by 
Herbert F. Taggart, Associate Professor of 
Accounting. Michigan Business Studies, 
Volume V II, No. 3, Bureau of Business 
Research, University of Michigan, Ann Ar­
bor. 307 pages. $2.00.
This monograph gives a detailed account 
of the several schemes for the establishment 
of minimum prices and of the NRA codes 
which adopted them. Attention is given to 
the legal precedents in this country for the 
establishment of minimum prices and to the 
cases concerning minimum prices which 
have reached the federal courts during and 
since the NRA regime.
The latter part of the study sets forth 
facts and opinions regarding the causes of 
failure and suggestions as to what might 
have been done, and what may yet be done, 
to obtain the desirable objectives of mini­
mum prices while suffering none of their 
drawbacks.
While on leave from his position at the 
University of Michigan, the author was 
connected with the National Recovery Ad­
ministration for eleven months as Chief of 
the Cost Accounting Unit, Division of Re­
search and Planning.
P u b l ic  F i n a n c e , by Alfred G. Buehler, 
Ph.D., Associate Professor of Economics, 
University of Vermont. Published by Mc­
Graw-Hill Book Company, Inc., 330 West 
42nd Street, New York City. 632 pages. 
$4.00.
This text was prepared for the use of col­
lege classes in public finance and for those 
general readers seeking an introduction to 
the principles and problems of government 
financing.
Following the introduction, chapters dis­
cuss the fiscal organization of governments; 
general considerations and expenditures; 
Federal expenditures; State expenditures ;
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local expenditures; economic and social as­
pects of public spending; controlling the 
costs of government; budgetary procedure; 
national economic enterprises; State and 
local enterprises; the tax system ; the shift­
ing and incidence of tax es; the equitable dis­
tribution of taxation; the general property 
ta x ; problems of property taxation; estate 
and inheritance taxation; taxes on selected 
commodities; general commodity taxes and 
customs duties; Federal income taxation; 
State income taxes ; other taxes and adminis­
trative revenues; the taxation of banks and 
insurance companies; the taxation of rail­
roads and other public utilities; problems 
of the tax system ; the developing of bor­
rowing ; the methods of borrowing and debt 
paym ent; Federal borrow ing; State and 
local borrow ing; the economic significance 
of borrowing.
A c c o u n t in g , Elementary Theory and 
Practice, by Richard Norman Owens, 
Ph.D., C.P.A., Professor of Accounting 
and Business Administration, George 
Washington University, and Ralph Dale 
Kennedy, Ph.D., Assistant Professor of Ac­
counting and Business Administration, 
George Washington University. Published 
by D. Van Nostrand Company, Inc., 250 
Fourth Avenue, New York City. 687 pages. 
$4.00.
In writing this book the authors have kept 
in mind the needs of the average class in 
junior colleges and universities and the re­
quirements of any beginning student in the 
subject. The problem and practice material 
is varied in order that the teacher may make 
the selections which are appropriate to his 
class, whether it is of those who are special­
izing in accounting work with a view to 
making it their profession or whether ac­
counting is being studied as an aid in other 
professional lines or business. The methods 
of keeping accounting records and prepar­
ing reports are discussed in detail but the 
uses to be made of the reports are also 
stressed.
There are questions at the end of each 
chapter designed to make the student reason 
for himself and make independent decisions. 
Six practice sets and sufficient problems for 
at least two years’ work have been included. 
In both the problem and the sets the number
of routine transactions has been kept at a 
minimum and the emphasis has been on va­
riety of transactions and the application of 
principles.
S t a n d a r d  A c c o u n t in g  M a n u a l  fo r  
S a v in g s , B u i l d i n g  a n d  L o a n  A s s o c ia ­
t i o n s . P re p a r ed  by A m e r ic a n  S a v in g s  an d  
L o a n  In s t itu te , 3 3 3  N o r th  M ic h ig a n  A v e ­
n u e , C h ica g o . 6 4  p a g es . $ 2 .5 0 .
R. D. Thebald, Director of Education and 
Research, American Savings and Loan In­
stitute, states in the Foreword: “Early in 
1935  the Accounting Division of the United 
States Building and Loan League undertook 
the preparation of a standard set of report 
forms for associations. It soon became obvi­
ous that many of the advantages otherwise 
available through standard reports would be 
nullified if associations did not have ade­
quate accounting systems from which the 
reports might be derived. It was decided, 
therefore, that the two projects of develop­
ing standard report forms and a standard 
accounting system should be undertaken 
jointly. While the immediate occasion for 
this standardization came from the desire 
for improved and standardized reports to 
supervising authorities, this has not been 
the controlling factor. Primarily the point 
of view o f  management needs, as they may 
be satisfied by the association’s accounting, 
have been emphasized in the whole project.”
The manual covers the standard account­
ing system for all associations, whether they 
be under State or Federal charter.
A n a ly z in g  C h eck in g  A cco u n ts  S c i­
e n t i f i c a l ly ,  by Frederick W . Hetzel, A s­
sistant Treasurer o f the Trust Company of 
New Jersey. Published by the Bankers 
Publishing Company, 4 6 5  Main Street, 
Cambridge, Mass. 111 pages. $ 3 .5 0 .
Recognizing that in the future banks will 
have to depend more and more upon their 
ability to obtain a sufficient income from the 
consumers of their services if they are to 
continue to operate at a profit, the author 
shows how checking accounts should be 
analyzed as a preliminary to imposing a ser­
vice charge which is fair to all concerned. 
T he system offered is simple and easy to 
administer.
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C . P . A .  E x a m in a t io n  Q u e s t i o n s
May, 1936
P r a c t i c a l  A c c o u n t i n g
PRO BLEM  1:
The Electrical M anufacturing Company manufactures and distributes radios 
through jobbers. National Distributing Corp. buys radios on a cost-plus contract 
which contains the following provisions:
1. Electrical M anufacturing Company is to furnish its standard models 
under the National trade name. These are to be shipped F. O. B. factory as 
completed.
2. National is to be billed during the year for radios shipped at the following 
unit prices: Model A, $10.00; Model B, $20.00; Model C, $30.00.
3. Prices are to be adjusted at the end of the year to average factory cost 
figured at the closest cent per unit plus a 10% allowance to cover shipping, general 
and administrative expense and profit. In figuring factory cost, average material 
and labor costs for radios completed during the year are to be used and burden is 
to be figured by departments based on annual departmental cost without consider­
ing labor and burden in process at the beginning of the year. Any differences dis­
closed as a result of your investigation are to be prorated between ending inven­
tories and cost of sales on a proportionate basis.
You are requested to prepare:
1. A statement of profit and loss for the year ended December 31, 1935, 
showing detail of cost of sales. Ignore any provision for Federal income tax.
2. A  statement of unit costs of production for the year ended December 
31, 1935.
3. A statement of the account with National Distributing Corp. as of De­
cember 31, 1935.
The trial balance of Electrical M anufacturing Company as of December 31, 
1935, follows:
Account Debit Credit
C a s h .................................................................................................. $ 250,000
Accounts receivable—g en e ra l...................................................... 275,000
National Distributing Corp................................... .......................  125,000
Inventories ...................................................................................... 425,000
Land, buildings and equ ipm en t.................................................  1,225,000
Reserve for depreciation..............................................................  $ 340,000
The Service of Examination questions conducted by The American Society furnishes 
practically twice as many questions in Theory, Auditing, Commercial Law and Economics and 
Public Finance as could be used by any State Board for a four-hour examination period, and 
twice as many problems in Practical Accounting as would be required for two examination 
periods of four to five hours each. A Board using the service makes its own selections and 
adds any special questions or problems which it desires. Part of the problems in Practical 
Accounting follow.
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Accounts payab le ...........................................................................  195,000
Capital stock .................................................................................. 1,200,000
Earned surplus .............................................................................  550,000
Net s a le s ..........................................................................................  3,450,000
Cost of s a le s .................................................................................... 2,900,000
Burden absorbed in p roduction .................................................  705,100
Cabinet-shop expense ..................................................................  231,600
Machine-shop expense ................................................................  227,000
Assembly-department ex pense .................................................... 220,200
Building expense .........................................................................  100,000
Receiving ex p en se .........................................................................  25,638
Warehouse and shipping ex pense .............................................  61,500
Selling and administrative ex p en se ........................................... 374,162
$6,440,100 $6,440,100
Your examination discloses the following facts:
1. Building expense is to be divided on the basis of floor space as follows: 
cabinet shop, 30% ; assembly department, 30% ; machine shop, 25% ; receiving de­
partment, 5% ; warehouse and shipping, 5% ; and general office, 5%.
2. Inventories at December 31, 1935, as shown by the records, were as follows:
Particulars Material Labor Burden Total
Raw m a te r ia l........................................... ...$120,000 $............ $............  $120,000
W ork in process—
Cabinet shop .............................................  6,500 6,000 7,500 20,000
Machine shop .............................................  7,000 6,000 12,000 25,000
Assembly d ep a rtm en t..............................  20,000 12,000 13,000 45,000
Finished radios .............................................  85,000 55,000 75,000 215,000
Total ........................................................ $238,500 $79,000 $107,500 $425,000
3. Finished radio accounts are analyzed as follows:
Particulars Model A Model B Model C Total 
Production transferred from work in 
process:
Material .........................................  $480,000 $ 922,400 $279,000 $1,681,400
Labor—
Cabinet s h o p ..............................  44,000 136,000 40,000 220,000
Machine s h o p ............................  20,000 75,000 15,000 110,000
Assembly d ep a rtm en t.......... 72,000 156,000 52,000 280,000
Burden—
Cabinet s h o p ..............................  55,000 168,500 50,000 273,500
Machine s h o p ............................  40,000 148,000 30,000 218,000
Assembly d epa rtm en t.............  54,000 119,100 39,000 212,100
$765,000 $1,725,000 $505,000 $2,995,000
Inventory January 1 ........................ 10,000 90,000 20,000 120,000
$775,000 $1,815,000 $525,000 $3,115,000
Sold ...................................................... 750,000 1,700,000 450,000 2,900,000
Inventory December 31 .................  $ 25,000 $ 115,000 $ 75,000 $ 215,000
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4. The statistical records show the following production and sales for the year:
Particulars M odel A M odel B Model C
Inventory January 1 ........................ .................  1,200 4,500 800
Produced ............................................. .................  80,000 100,000 15,000
81,200 104,500 15,800
Net sa le s ............................................... .................  78,200 98,500 12,800
Inventory December 3 1 ................... .................  3,000 6,000 3,000
5. Inventories at January 1, 1935 were as follows:
Particulars Material Labor Burden Total
Raw material .......................... . . . .  $ 80,000 $.......... $ .......... $ 80,000
W ork in process—
Cabinet shop ..................... . 8,000 8,000 9,000 25,000
Machine s h o p ..................... . 10,000 4,000 6,000 20,000
Assembly d ep a rtm en t........ 30,000 14,000 16,000 60,000
Finished radios ..................... . 50,000 30,000 40,000 120,000
Total ................................ . $178,000 $56,000 $71,000 $305,000
6. The company maintains perpetual inventories and job costs, using the first- 
in, first-out basis. Direct labor is charged directly to jobs and reconciled with the 
payroll records. Burden is charged to jobs on the basis of arbitrary percentages of 
direct labor which must be adjusted at the end of the year.
7. The physical inventory at December 31, 1935 shows raw material of $115,­
000, a shortage of $5,000. W ork in process is taken from job tickets which are 
found to be correct as to quantities, and which include material and labor priced at 
cost. The finished radio inventory is found to be correct as to physical quantities but 
contains 1,000 Model C machines which had been rendered obsolete by engineering 
changes and which were sold in January 1936 as a job lot for $20,000.
8. It has been decided to charge the raw-material-inventory shortage to receiv­
ing expense and prorate that expense over material placed in production during the 
year and the remaining raw-material inventory.
9. The account with National Distributing Corp. is analyzed from the books
as follows:
Shipments—
Model A 40,000 @ $ 1 0 .0 0 ................................................................ $ 400,000
Model B 30,000 @ 20.00 ................................................................  600,000
Model C 10,000 @ 30.00 ................................................................  300,000
$1,300,000
Payments on acco u n t........................................................................................ 1,175,000
Balance due ....................................................................................................... 125,000
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PRO BLEM  2:
Prepare a statement of application of funds for the year ended December 31, 
1935 from the following statements and inform ation:
Prince Manufacturing Co.
Comparative Balance Sheets 
December 31, 1934 and 1935
December 31
A s se t s
1934 1935
Current A ssets :
. .  $ 8,000.00 $ 6,000.00
Receivables—
Accounts receivable............................................. 20,000.00 25,000.00
Notes receivable................................................... 9,000.00 6,000.00
Due from affiliated com panies......................... 8,500.00 7,000.00
Less— Reserve for doubtful receivables. . . . 2,500.00* 2,800.00*
Inventories—
Materials and su p p lies........................................ 2,000.00 2,500.00
Raw materials ...................................................... 12,000.00 11,000.00
Goods in p ro cess ................................................. 15,000.00 14,500.00
Finished m erchandise........................................ 20,000.00 21,500.00
Investments in  :
Affiliated companies ............................................... 4,000.00 3,500.00
Outside com panies................................................... 52,000.00 72,000.00
F ixed A ssets :
Land ............. .............................................................. 60,000.00 80,000.00
B u ild in gs..................................................................... 90,000.00 125,000.00
Machinery and equ ipm ent.................................... 70,000.00 95,000.00
Less— Reserve for depreciation ...................... 81,000.00* 100,000.00*
D eferred Charges :
Unamortized bond d isco u n t.................................. 1,000.00 3,000.00
Unexpired insurance............................................... 500.00 250.00
Prepaid ro y a ltie s ...................................................... 5,000.00 8,500.00
Total a sse ts ............................................................ $293,500.00 $377,950.00
*Denotes red.
L ia b il it ie s
C u r r e n t  L i a b i l i t i e s :
Accounts payab le ........................................................ $ 18,000.00 $ 14,000.00
Notes payab le..............................................................  10,000.00 9,000.00
Bank lo a n s ..................................................................  5,000.00 ......................
Accrued taxes ............................................................  4,000.00 2,000.00
Accrued interest ........................................................ 600.00 700.00
B o n d s  P a y a b l e ..............................................................  100,000.00 175,000.00
N e t  W o r t h  :
Capital s to c k ................................................................ 90,000.00 100,000.00
Capital su rp lu s ............................................................  30,000.00 49,500.00
Earned surplus .......................................................... 35,900.00 27,750.00
Total liabilities $293,500.00 $377,950.00
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Prince M anufacturing Co.
Condensed Statement of Income and Expense 
and Analyses of Surplus and Other Accounts 
for the Year Ended December 31, 1935
C o n d e n s e d  S t a t e m e n t  o f  I n c o m e  a n d  E x p e n s e  :
Gross in co m e ..............................................................................................  $195,000.00
Operating and general expenses—
Cost of sales .................................... .....................................................  $110,000.00
Operating expenses...............................................................................  37,700.00
Provision for ta x e s ...............................................................................  2,000.00
Provision for depreciation on—
B uildings..............................................................................................  9,000.00
Machinery .......................................................................................... 10,500.00
General and administrative expenses ...............................................  9,950.00
Provision for doubtful accoun ts........................................................ 1,000.00
Total ................................................................................................  $180,150.00
Operating income ......................................................................... $ 14,850.00
Other expenses—
Interest and discount on b o n d s .......................................................... $ 5,100.00
Loss on sale of capital a s s e ts ..............................................................  200.00
Total ................................................................................................  $ 5,300.00
Net income for the year..............................................................  $ 9,550.00
A n a l y s is  o f  C a p it a l  S u r p l u s  :
Balance December 31, 1934 ....................................................................  $ 30,000.00
Add—Appraisal increase in l a n d .......................................................... 20,000.00
Total ................................................................................................  $ 50,000.00
Deduct—Write-down of investment in affiliated com pany...............  500.00
Balance December 31, 1935 ....................................................................  $ 49,500.00
A n a l y s is  o f  E a r n e d  S u r p l u s  :
Balance December 31, 1934 ....................................................................  $ 35,900.00
Add—
Profit on sale of investm ent................................................................  300.00
Net income for the y e a r ....................................................................... 9,550.00
Total ................................................................................................. $ 45,750.00
Deduct—Dividends paid ......................................................................... 18,000.00
Balance December 31, 1935 ................................................. ................... $ 27,750.00
Bonds of a par value of $100,000.00, due January 1, 1949, were issued January
1, 1929 @ $98. Additional bonds of a par value of $75,000.00 were issued December 
31, 1935 at a discount of $2,100.00. All bonds bear interest at the rate of 5%. 
During the year 1935 the taxes for the entire years of 1933 and 1934 were paid.
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A sale of an investment was recorded as follows:
Cash .............................. ................................................. $10,300.00
Investments—outside com panies..........................  $10,000.00
Profit on sale of investm ents................................  300.00
T he sale of a building resulted in the following en try :
Cash ...............................................................................  $1,300.00
Loss on sale of capital a s se ts ..................................... 200.00
Reserve for depreciation.............................................  500.00
Buildings ................................................................... $2,000.00
Accounts receivable in the amount of $700.00 were charged against the reserve 
for doubtful accounts.
Capital stock was sold at par in the amount of $10,000.00.
PRO BLEM  3:
From the following information prepare the necessary adjustments and a cor­
rected statement of profit and loss:
Alpha Betical Company, Inc. operates a department store in a midwestern city. 
Inventories of certain departments—restaurant, candy, bakery, etc., are valued on 
the basis of cost, and have been reduced to the lower of cost or market. The inven­
tories of the remaining sections are computed on the retail-inventory method. The 
inventories of the “retail departments” have been taken on the basis of selling prices 
appearing on the merchandise at the close of business at January 31, 1936; all of 
the required markdowns having been taken prior to the inventory and the inventory 
priced accordingly.
Several specialty departments are leased to concessionaires who supply their 
own merchandise and pay their own invoices. Cash received on cash sales and the 
collection of charge sales are deposited in the regular bank account of Alpha Betical 
Company, Inc. The net collections, after deduction of 10% on cash sales and 12½% 
on charge sales, are remitted to concessionaires monthly.
The profit-and-loss trial balance for the year ended January 31, 1936 is as 
follows:
Sales .....................................
Returned sales . .  ................
Inventory—2 /1 / 3 5 ............
Purchases ( n e t ) .................
Provision for shrinkage . .
7% loading a c c o u n t.........
Administrative expenses .
Occupancy ex p e n se s .........
Publicity ex p en ses.............
Buying expenses ...............
Selling expenses ..................
Leased department income 
Net lo s s ............... .................
D ebit
125,000.00
177,000.00
965,000.00 
12,000.00
Credit
$1,592,700.00
99,000.00
130,000.00
68,000.00 
48,000.00
210,000.00
62,090.66
17,500.00
161,709.34
Total .........................................................................  $1,834,000.00 $1,834,000.00
Your investigation reveals th a t:
(1) Sales and returned-sales accounts are composed as follows:
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Returned
Sales price— Sales Sales
Retail departm ents.....................................................  $1,527,700.00 $122,200.00
Cost departm ents........................................................ 30,500.00 800.00
Additional charge for retailers occupation tax—
Retail departm ents................... .................................. 32,500.00 1,850.00
Cost departments .....................................................  2,000.00 150.00
Total ......................................................................... $1,592,700.00 $125,000.00
(2) Sales of leased departments of $155,000 and returns of leased departments 
of $14,500 are excluded from sales and returned-sales accounts.
(3) Inventory at 2/1 /35 is composed as follows:
Cost departm ents............................................................................................  $ 1,700.00
Retail departments (including loading of 7% on net c o s t ) ...................  175,300.00
(4) Aggregate selling prices of 2 /1 /35  inventory amounted to $295,000.
(5) Purchases consisted of following—
Purchases, cost departments (net) ............................................................  $ 15,900.00
Purchases, retail departments (net) .......................................................... 887,009.34
7% loading on net cost of purchases, retail departm ents........................ 62,090.66
(6) Aggregate selling prices of net purchases for retail departments amounted 
to $1,640,000.00.
(7) Inventories at 1/31/36 were:
Cost departments, at lower of cost or m a rk e t......................................... $ 2,100.00
Retail departments at selling p r ic e s ............................................................  476,000.00
(8) Additional markup on purchases of $20,000 were taken during the year.
(9) Markdowns amounted to $58,000 and markdown cancellations to $2,500 
during the year.
(10) The reserve for loading account showed a balance of $11,468.22 as 
established at January 31, 1935 to reduce inventory to cost.
(11) Reserve for inventory shrinkage account at January 31, 1936 shows a 
balance of $12,000 accumulated by monthly provisions based on a percentage of sales.
PRO BLEM  4:
You are called upon to prepare the following financial statements of a certain 
pool:
1. A statement, on the accrual basis, of income and expense for the five years 
ended December 31, 1935.
2. Balance sheet as at December 31, 1935.
The stock of the Bruce M anufacturing Company was held by Claire, Edna and 
Mary Bruce, none of whom were active in the management of the business. In order 
to retain the five key employees that constituted the active management and to dispose 
of part of their stock, the three Bruces contracted on January 1, 1931, with the five 
employees as follows:
1. For a period of five years from the date of the contract the corporation 
would pay the general manager, the purchasing agent, and the comptroller salaries 
of $1,000.00 per month each, and also a bonus of 10% of the net profits of the 
corporation, to be divided equally among them.
2. For the same period the corporation would pay the two sales managers 
together a commission of 5% on all sales of the corporation, less all expenses of the 
New York sales office, to be divided equally between them.
3. In a separate contract, the present stockholders agreed to give to a pool 
organized by the five men the option to purchase on or before September 1. 1935,
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60% (1,800 shares) of the outstanding stock of the Bruce Manufacturing Company 
at a price per share equal to eight times the average annual per share earnings as 
follows:
(a) Net profits for each year are to have the following weight:
1931—1
1932—2
1933—3
1934— 4
1935—5
Any year showing a loss would be included at only of its designated weight.
(b) Net profit or loss for each year is to be computed as follows:
Profit after deducting profit-sharing bonus, less depreciation of $20,000.00 per 
annum on assets used in the business, and less interest paid or accrued on first- 
mortgage bonds in the following amount:
1931—$15,000.00 
1932— 15,000.00
1933— 10,000.00
1934— 10,000.00
1935— 10,000.00
From the adjusted profits, Federal income tax at the arbitrary rate of 13¾ % 
is to be deducted.
The contract provided for a deposit of $25,000.00 with an escrow agent upon 
exercising the option. The determination of the total price and terms of payment 
of the balance were to be agreed on after the close of the year 1935.
In order to divide equally the income resulting under the employment contracts, 
the five individuals, Martin Bailey, Glen Gregory, James Harvey, Elmer North and 
Harry Graham, agreed to pool their income from commissions, salaries and bonus; 
each member to have a 20% interest in the pool after allowing $1,000.00 per year to 
Bailey for acting as pool manager.
For the five years ended December 31, 1935, sales, etc., of the Bruce Manufac­
turing Company were as follows:
The interest rate was reduced from 6% to 
4% in 1933 for a period of five years.
Total Commis­
sions Less 
Expenses of 
N ew  York  
Sales Office
Expenses of Profit-Shar­
ing Bonus 
Paid to 
Officers
N ew  York Profit
Sales A fte r
Year Sales Office Bonus
1931 $1,200,000 $32,000 $28,000 $ 6,000 $ 54,000
1932 900,000 31,000 14,000 16,000*
1933 1,300,000 35,000 30,000 8,000 72,000
1934 1,500,000 40,000 35,000 13,000 117,000
1935 1,800,000 42,000 48,000 18,000 162,000
*Loss.
As at January 1, 1931, North and Graham, sales managers, owed the Bruce 
Manufacturing Company $20,000.00. The pool agreed to assume this liability and 
arranged to liquidate the debt by paying 25% of the net commissions earned by 
North and Graham plus interest at 6% on the unpaid balance at the beginning of 
each year. Payments were made in accordance with this agreement.
During the five-year period ended December 31, 1935, the pool had the follow­
ing additional transactions:
Receipts—
Dividends on Warner Manufacturing Company stock owned..............  $15,500.00
Interest on bonds of Bruce Manufacturing Company..........................  4,800.00
506 THE CERTIFIED PUBLIC ACCOUNTANT August,
Loans on September 1, 1932, bearing 5% interest from—
B ailey ............................................................................................................. 15,000.00
Hartley .........................................................................................................  10,000.00
Disbursements—
1. Paid $11,000 per year to Bailey and $10,000 per year to each of the 
other pool members for each of the five years.
2. Purchased—
620 shares of stock in the W arner Mfg. Co. (principal supplies to 
the Bruce M anufacturing Company) at an average price of
$60.00 per share.................................................................................... 37,200.00
$40,000 par value of first-mortgage 4% bonds of Bruce M anufac­
turing Company at an average price of $80 (interest payable 
June 1 and December 1 ) ..................................................................... 32,000.00
3. Deposited with escrow agent on August 15, 1935, upon signifying
intention to exercise option to purchase stock of Bruce Manufac­
turing C om pany...................................................................................  25,000.00
4. Sundry expenses of pool......................................................................... 4,500.00
Hartley resigned as of December 31, 1935, to accept a more remunerative posi­
tion with a competitor. The remaining members of the pool agreed to have the pool:
1. Purchase his interest in the pool at 80% of the book value of his interest 
as of December 31, 1935, based on the following valuations for the stocks 
and bonds held by the pool—
W arner Mfg. Co. stock $75 per share 
Bruce Manufacturing Co. bonds $85
2. For the above purchase, pay him $10,000 on 12/31/35 and the balance in 
three semi-annual installments beginning July 1, 1936.
3. Repay at December 31, 1935, the money borrowed from Hartley plus interest 
at the specified rate.
PRO BLEM  5:
The management of Company A has asked you to prepare analyses of the 
changes in the property-plant-and-equipment account and the reserve-for-deprecia­
tion account for the year 1935, as follows:
Additions
Retirements
Transfers
Additions to reserves—
(a) Through charges to income account
(b) Through transfers 
Retirements charged to reserves 
Transfers from reserves.
The information is required for Company A, Company B (a subsidiary of 
Company A ), and Companies A  and B consolidated.
The companies follow the practice of making net monthly entries to the property 
accounts and reserves for depreciation.
For your use in obtaining the above information the following facts are available :
Company A  Company B
Account balances:
Property, plant and equipment—
At December 31, 1934.................................................  $180,921.37 $39,865.42
At December 31, 1935.................................................  209,763.57 32,801.30
Reserve for depreciation—
At December 31, 1934.................................................  78,756.29 29,753.75
At December 31. 1935.................................................  113,649.75 29,947.56
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Depreciation expense—
At December 31, 1935.................................................  39,758.29 9,547.67
On January 1, 1935, the following transfer took place from Company B to 
Company A :
Property ...................................................  $11,570.21
R e se rv e ...................................................... 9,178.26
In addition Company A sold a piece of land at cost to an outside interest for 
$10,000.
You may assume that only fully depreciated properties were retired, and that 
there was no profit or loss resulting from the retirements.
Logical Journalizing
( Continued from  page 469) 
first purpose is to aid an accountant to quick­
ly and permanently determine the elements 
or debit and credit of occasional new kinds 
of entries, and second to suggest that atten­
tion be given to the probability of creating 
other organized methods of logical jour­
nalizing.
Holding Companies
( Continued from  page 488)
ity act rolls around, “the sting will be over, 
and only the memory will linger on.” For 
the pressure of the new taxes in the mean­
time will have in all probability accom­
plished the desired results without benefit 
of Messrs. Wheeler and Rayburn.
W e e  B i t s  o n  A c c o u n t a n c y
R e g u l a r l y  C o n t r ib u t e d  b y  L o u is  S. G old ber g , C.P.A., Sioux City, Iowa
“The Day Has Gone by .."
The venerable Federal judge was address­
ing a large group of lawyers newly admitted 
that day to practice in the State and Federal 
courts:
“The day has gone by, gentlemen, when 
the lawyer can achieve success in his profes­
sional practice through sheer brilliance of 
intellect or eloquence. There is need that he 
be constantly the student, that he study his 
cases, and that he keep abreast of the cur­
rent decisions of the courts.”
Despite such admonitions, we find law­
yers today who seem still to believe that 
courts will permit eloquence to supplant 
law-books and that their own native intellect 
obviates the need for current careful anal­
ysis of fact and law.
The like is true in the profession of ac­
countancy. W e live in a swiftly moving 
world. Practices become quickly out­
moded. W hat was adequate yesterday is 
woefully insufficient today. Time marches 
o n ; the parade of progress advances; we 
must keep abreast of the procession.
New taxes, new concepts of professional 
responsibility, new demands in auditing and 
in reports, new practices, new channels of 
service, new vistas of usefulness . . . these 
demand a constant alertness, a discerning 
appraisement, a delicate adjustment between 
old and new, ever revising, remolding, re­
casting.
Aids there are in this process, but none 
too many. Interchange of thought is found 
in the current literature of the professions, 
in the clearing-house of the professional so­
cieties, in their national and local conven­
tions, in the informal exchanges between 
practitioners in their daily contacts, in the 
inter-communications between professions. 
Further aid comes in careful, critical anal­
ysis in the seclusion and solitude of one’s 
own study.
Yesterday has gone by. New times, new 
manners. Today’s problems must be ap­
proached and their solution attained in the 
manner of today.
508 THE CERTIFIED PUBLIC ACCOUNTANT August,
T e a m w o r k  i n  F o r e ig n  T r a d e
G e r m a n y 's E l a b o r a t e  E x p e r im e n t
TH E  essence of any form of team organ­ization is that the activities of its mem­
bers should be complementary. In the days 
before the war, when populations were 
growing rapidly and there was an apparently 
unlimited field for their economic expan­
sion, little heed was paid to this vital feature 
of team organization. If  too many individ­
uals qualified for any given sphere of activ­
ity, or more food and raw material, for ex­
ample, was produced by a new country over­
seas than could conveniently be consumed 
by its opposite number in Europe, it could 
be taken for granted that the situation would 
automatically right itself after a relatively 
short interval. So rapid was the expansion 
of demand for goods and labor of all kinds 
in those days that progress was frequently 
held up by the opposite difficulty, a defi­
ciency in supply.
Flexible Affairs
Obviously, taking the long view, this 
flexible condition of affairs could not con­
tinue permanently in a world in which the 
rate of population growth was about to slow 
down, while the capacity to produce goods 
was to continue to expand at more or less 
the compound interest rate.
Unfortunately this loss of flexibility was 
not foreseen in time. Nor was it appre­
ciated that the circumstances of the war and 
post-war periods were destined to convert, 
what until then had been a problem of the 
more or less remote future, into a matter 
of immediate urgency. The result was that 
the economic teams of certain of the more 
advanced nations were unexpectedly con­
fronted at short notice with a problem of 
team reorganization completely beyond their 
powers.
It is commonly believed that economic 
planning is a new idea born of the turmoil 
of post-war economic dislocation. But this 
is only true if by planning we mean delib­
erate conscious planning. Throughout the 
19th and early part of the 20th centuries, 
world investment, especially on its overseas 
side, involved long term planning ahead of 
a highly complex order. That planning, it is
true, was in a sense unconscious since con­
trol of the complementary relations—both 
external and internal—of the several par­
ticipating teams was left to the care of that 
impersonal instrument, the automatic inter­
national gold standard. Unfortunately that 
gold standard could only operate effectively 
in an “expanding world.” So long as the 
rate of expansion of the international de­
mand of primary products could be main­
tained at about the level attained in the pe­
riod of optimum growth in the 19th century, 
all was well. Once, however, growth began 
to slow down, the gold standard became a 
disintegrating rather than integrating factor. 
It was, for example, quite unable to prevent 
long term investment in redundant channels 
or money being used for “money lending” 
instead of investment. Actually, it actively 
encouraged both. Once misdirected long 
term investment has persisted for a period, 
chaos can only be prevented by an imme­
diate scrapping of the unwanted plant and 
the excess sources of supply to which it has 
given rise, and a cancellation of excessive 
indebtedness.
Trade’s Energy
But these things may be impracticable. 
For example, once basic lines of communi­
cation have been established in a new area 
overseas, and its economic layout planned 
on lines which compel it to devote its eco­
nomic energies more or less exclusively to 
the production of food and raw materials 
to supply the needs of populations in the 
industrial countries of Europe, which it is 
supposed will continue to grow at the old 
rate, there can be no sudden cancellation of 
plans. Mining and agricultural areas cannot 
be closed down or even contracted—at short 
notice. To change from one economic plan 
to another is as difficult as to change from 
one type of building structure to another 
after the foundations have been laid and the 
main walls erected.
There are many obstacles to be overcome 
in changing over from one type of economic 
organization to another. These are apt to be 
overlooked by those who treat the present
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movement towards bilateralism as a tem­
porary aberration. They cherish the belief 
that all that is needed to bring a return of 
the old multilateral system is an agreement 
by the principal trading countries to restab­
ilize their currencies on a gold basis. This 
is to dream dreams. They have forgotten 
that, unless each of these countries in turn 
is prepared to suffer a fresh complete break­
down in its domestic economic team organi­
zation and financial arrangements, a return 
to the old multilateralism is impossible.
M ore Teamwork
The road to the multilateralism of the 
future lies through an intensification of 
bilateralism. That is to say, before we can 
hope to attain it, the organization of eco­
nomic teams on bilateral lines must first be 
perfected. It is as well to recognize that in 
any event the day has long passed when a 
reconstruction of the old multilateral system 
is practicable; that not even economic sys­
tems can recapture their lost youth. Ac­
cordingly, we should make up our minds to 
abandon the habit of regarding the imposi­
tion of all forms of qualitative and quantita­
tive restriction on the international flow of 
money and goods as relics of an ancient 
barbarism, and realize that they are the in­
struments chosen for laying the foundations 
of the economic civilization of the future.
Probably the most elaborate experiment 
in the new bilateral method of  trading is 
that which Germany is at present engaged 
in perfecting. One of its outstanding fea­
tures at the moment is what practically 
amounts to a complete abandonment of 
money of the old gold standard type as a 
medium of international exchange either for 
current trade or for long-term investment. 
— (F .B .I. Business Barom eter.)
Licensure
In the last issue of the Federation Bulle­
tin, published by the Federation of State 
Medical Boards of the United States, there 
are a few sentences from its leading article 
which Certified Public Accountants may 
read with in terest:
“It seems difficult for the general public 
to appreciate that the main purpose of es­
tablishing legislative regulations for medical 
licensure is for the protection of the public
as well as the individual citizen. In conse­
quence there is much misunderstanding on 
the part of the public as to the purpose of 
the legal definition of licensure standards.” 
“The significant effect of requiring all 
candidates for licensure to be examined by 
a State board has brought about a complete 
separation between the functions of educa­
tion and the functions of licensure.”
“In spite of this evident misunderstanding 
of the purpose of medical licensure, the 
public is responsive to all efforts to advance 
the educational standards and training of 
physicians.”
“The time is opportune to consider the 
definitive principle of licensure and refer the 
responsibility of preparation and qualifica­
tion to the medical schools. These institu­
tions are more readily controlled by State 
boards by means of inspection and approval. 
This, with annual registration, adequate en­
forcement and disciplinary procedure, 
would insure to the public the highest stand­
ards of medical practice.”
“The evaluation of credentials is one of 
the most important functions of State licens­
ing boards and has assumed an equal impor­
tance with the determination of qualifica­
tion by examination. A careful study of the 
credentials pertaining to premedical and 
medical education will often reveal a part of 
the training taken at a sub-standard institu­
tion that might not be disclosed if only the 
school of graduation is considered.
“ If  the candidate has been previously 
licensed in another State correspondence in 
that direction may bring forth valuable facts 
regarding the particular individual.”
“It is well to be ever on the alert not to 
issue a license in a hurry. As the qualifica­
tions required for licensure are becoming 
more stabilized, the need for uniformity in 
inter-state relations, particularly with refer­
ence to the verification of credentials, is 
apparent.”
Pet Peeves of a Revenue Agent
(Unofficial)
A fter fifteen years of service as a revenue 
agent (income tax checker-up’r to you, Mr. 
Winchell,) one acquires a slant—a kind of 
working philosophy—on this noble job that 
can neither be weighed in the scales nor
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measured at the ribbon counter. Unlike a 
germ, it cannot be isolated; and the snappy 
eye of the candid camera will not capture it. 
Yet it is there somewhere: showing in the 
agent’s work manners or methods and lurk­
ing in his finished product, the R.A.R.
Being on one job a long time one becomes, 
like a well-known brand of coffee, dated. 
And like stale coffee, perhaps a bit rancid. 
Hence the peeves:
The accountant who keeps his client’s books 
at home and works on them 
at the kitchen table, judging 
from the looks of the sheets 
and what stuck to them, 
who sets up a flock of mean­
ingless reserves for every­
thing under the sun includ­
ing one for “Degradation of 
Inventories.” He is the fel­
low who invariably pro­
nounces arraignment ar­
ranGEment—and sue him 
if you don’t like it. 
who confounds operating 
reserves with accrued liabil­
ities ; bad debts with stock 
losses; the installment meth­
od with the cash basis. Y eh : 
the same guy who thinks 
The American M ercury is 
the name of a fast air line, 
who does not himself find 
time to keep up with tax law 
or procedure and comes to 
the revenue agent for free 
information and advice then 
sticks his client for a stiff 
fee.
who files vague, dubious 
briefs in protest of the 
R.A.R., d i s r e g a r d i n g  
grounds or issues; and al­
ways springs something 
new on the agent, something 
he had forgotten to claim 
before, as fast as his con­
tentions are denied. I t ’s all 
right, if you like checkers.
The taxpayer who would have you believe 
he purposely and regularly OVERpays 
his tax just to help out the Government 
(umhuh . . .) ; so why waste time on
checking him and come up with a refund 
in the end ?
The revenue agent who gives most of his 
audit time and about all his report space 
to unimportant depreciation changes: 
hair-splitting adjustments of trivial 
amounts spread over fourteen columns 
of white, virgin paper.
A messy set of books: with screwy dates 
and no posting references, unclosed ac­
counts and sans trial balance. N ote: take 
one aspirin tablet before meals.
A messier re tu rn : schedule L  ( form 1120) 
lousy with adjustments, nothing tieing; 
and the task of reconciling R.A.R. with 
Return with Audit Report with Books. 
Lots of fun and lot more aspirin.
As I said before, all these little items gripe 
me mightily . . . But I humbly realize there 
is really nothing that I can do about it. 
Nothing, except this: (a ) take it all in my 
stride, and (b) ask the Editor to print these 
few clinical notes, after the manner of the 
eminent Mr. George Jean Nathan, by a 
veteran and versatile (self-styled) income 
tax cop.
Gluttonous Stockholders—Frugal 
C P A 's
At the annual stockholders meeting of the 
United States Steel Corporation, sand­
wiches, pies, and some “preliminaries” were 
served, apparently to create an atmosphere 
of congeniality between the owners of the 
corporation and its expensive officers and 
other executives. It is reported they lunched 
so well that the major portion of the attend­
ing stockholders excused themselves from 
the afternoon session, leaving it to the offi­
cers and a few ascetics to discuss such pro­
saic matters like contracts, salaries and 
dividends.
U tah C. P. A ’s are evidently more intel­
lectual and less epicure, for at the farewell 
party of the local Association held last 
month, only few members appeared to par­
take of the strawberries and cream offered 
graciously by the Association.
(F rom  Utah C .P .A .)
Ditto
Ditto
Ditto
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S T A T E  S O C I E T Y  N E W S
F L O R ID A
The Jacksonville Chapter of the Florida 
Institute of Accountants held an interesting 
meeting in July at which the main topic for 
discussion was the 1936 Revenue Act. A 
committee was appointed to make a detailed 
study of the Act and report back to the 
Chapter.
GEORGIA
The Georgia Society of Certified Public 
Accountants held its annual meeting on May 
22 and 23, 1936, at Sea Island.
The subject of cotton mill inventories 
was discussed and a resolution adopted de­
termining certain practices. D. W . Sprin­
ger, Secretary of The American Society of 
Certified Public Accountants, was a guest 
at the meeting and discussed the subject of 
“Professional Standards.”
Officers elected were: President, George 
C. Baird of Augusta; Vice-Presidents, S.
B. Ives of Atlanta, Sydney T. Lee of Savan­
nah, Brooks Geoghegan of Macon, H. E. 
Fourcher of Columbus, Victor Markwal­
te r; Secretary, L. E. Campbell of Emory 
University; Treasurer, C. E. Davis of A t­
lanta; Librarian, E. M. Kendrick of A t­
lanta. T rustees: E. W . Gottenstrater of A t­
lanta, Chairman, A. L. Morris of Macon, 
Henry Meyer of Savannah, N. D. Cann of 
Atlanta, S. B. Ives of A tlan ta ; Victor 
Markwalter of Augusta, H. E. Fourcher of 
Columbus, Brooks Geoghegan of Macon 
and Sydney Lee of Savannah.
O ur A p p r e c i a t i o n
Among the resolutions passed at the an­
nual meeting was one admitting the Secre­
tary of The American Society to honorary 
membership. Since that time he has received 
a beautifully illuminated certificate of mem­
bership in which it is recorded that such 
membership is conferred to honor him 
as a benefactor to the Certified Public 
Accountant.
The sentiments that prompted the ac­
tion, coupled with the artistry of the cer­
tificate, add one more event in the official 
life of the Secretary which will be remem­
bered long after his official activities cease.
M ICH IG A N
At the annual meeting of the Michigan 
Association of Certified Public Account­
ants, held on June 11, 1936, the following 
officers and directors were elected: Presi­
dent, E. J. B a rr ; Vice-President, Cletus M. 
L aux; Secretary, L. Earl Borland; Treas­
urer, James W . B artrop ; Directors, Harold 
W. Scott, Roland B. Keays, Arnold L. Bar­
rett and Nelson J. Goodsell.
N E W  H A M P S H IR E
Recently elected officers and directors of 
the New Hampshire Society of Certified 
Public Accountants are: President, J. Ben 
H art of Manchester; Vice-President, H i­
ram Haskell of Manchester; Secretary- 
Treasurer, Robert M . Bruce of Ports­
mouth; Directors, A rthur W. Johnson of 
Durham and Clarence I. Drayton of Man­
chester. Members of the Nominating Com­
mittee are Clarence W. W right of Nashua, 
Clarence I. Drayton, Jr., of Manchester, and 
Percy H. Bennett of Manchester.
OREGO N
At the annual meeting of the Oregon 
State Society of Certified Public Account­
ants, held on June 10, 1936, the following 
officers were elected: President, J. C. Gold­
rainer; Vice-President, R. B. S tratford; 
Secretary, C. E. Rawlinson; Treasurer, V ir­
gil DeLap.
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Directors, 1936-1937
F IR S T  D IST R IC T —George L. Bishop, 
68 Devonshire Street, Boston, Massachu­
setts.
SECO ND D IST R IC T —A rthur H. Carter, 
15 Broad Street, New York City; Simon 
Loeb, 521 F ifth  Avenue, New York City.
T H IR D  D IST R IC T —James B. Grice, 
Munsey Building, Washington, D. C.
FO U R T H  D IST R IC T — Thomas H. 
Evans, Dime Bank Building, Detroit, 
Michigan.
F IF T H  D IST R IC T —Eric L. Kohler, 135 
South LaSalle Street, Chicago, Illinois.
S IX T H  D IST R IC T —Lawrence E. W at­
son, Law Building, Norfolk, Virginia.
S E V E N T H  D IST R IC T—William J. Car­
ter, Citizens and Southern National Bank 
Building, Atlanta, Georgia.
E IG H T H  D IST R IC T — Herman C. J. 
Peisch, Baker Building, Minneapolis, 
Minnesota.
N IN T H  D IST R IC T — Parry Barnes, In ­
surance Exchange Building, Kansas City, 
Missouri.
T E N T H  D IST R IC T —Thomas W. Le­
land, A. and M. College of Texas, College 
Station, Texas.
E L E V E N T H  D IST R IC T  — Henry M. 
Thomson, C. C. Chapman Building, Los 
Angeles, California.
T W E L F T H  D IST R IC T —Philip W . Jan­
ney, Pittock Block, Portland, Oregon.
And They Saved Him More Than 
$180,000
Because a man has achieved success in one 
field and has made a great deal of money, 
he too often thinks that he is an expert 
in all fields. W e have the example of busi­
ness men who are great manufacturers pos­
ing as experts in international relations, 
architecture, art, literature, engineering or 
politics.
Louis Horowitz says that the greatest 
difficulty he and his associates in the con­
struction company had in building the Wool- 
worth Tower was to prevent Mr. Wool- 
worth from making decisions which only 
specialists were fitted to make. I t  was only 
after a long fight that Mr. Woolworth was 
kept from giving the order for steel to some 
friend or relative who had told him the base
price was to be advanced a dollar or two a 
ton.
The specialists in the construction com­
pany knew what they were about. Even­
tually they placed the order properly, and 
saved Mr. Woolworth between $180,000 and 
$200,000. In that one trade they made for 
the owner a big share of the fee he paid 
them. A fter that he was more cooperative, 
but even then it was hard for him to let the 
specialists make the decisions in their own 
field.
— From N et Results.
Note
W ith the resignation of Frank Murphy 
as Governor General of the Philippine Is­
lands, J. Weldon Jones, Auditor for the Is­
lands, has been named Acting Governor 
General. Mr. Jones, who is a certified pub­
lic accountant, was connected with Ohio 
State University for several years prior to 
his appointment to the Philippine post.
Announcements
The accounting practices of Frederic A. 
Smith & Company, Francis R. Brodie and 
Tom C. Hansen have been combined under 
the firm name of Smith, Brodie & Hansen, 
Certified Public Accountants, Dwight 
Building, Kansas City, Missouri.
Herbert F. French & Company announce 
the removal of their offices to the eighth 
floor at 211 Congress Street, Boston, Mas­
sachusetts.
A. Percy Block, C. P. A., is now located 
at 11 Park Place, New York City.
F. C. Wandmacher and L. Gluick, Certi­
fied Public Accountants, have combined 
their offices at 601 15 East 41st Street, New 
York City.
Announcement is made of the association 
of Ernest B. Cobb, C. P. A., with the firm 
of Hopkins & Company, Certified Public 
Accountants, 14 W all St., New York City.
Golman, Brookstone & Company, Certi­
fied Public Accountants, announce the re­
moval of their offices to 100 North La Salle 
Street, Chicago, Illinois.
1936 A N N U A L  M EETINGS
T h e  A m erica n  S ociety of C ertified P u blic  A c co un ta nts  
Hotel Blackstone, Fort Worth, Texas
October 17-18
Texas Society Local Committee
A. C. U pl e g e r  - - Waco, Chairman 
C l if t o n  H. M o r r is  - - Fort W orth  
L y l e  R. S pr o l e s  - - - Fort W orth  
L u k e  G a r v in  - - - - -  Dallas 
J. J. G a n n o n  - - - - - Houston
A dvisory C o u n c il  of S tate S ociety P residents 
A ssociation  of C ertified P ublic  A c c o u n t a n t  E x a m in e r s  
Baker Hotel, Dallas, Texas 
October 19
A m erica n  I n st it u t e  of A c co un ta nts  
Baker Hotel, Dallas, Texas 
October 19-22
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Save tim e, reduce  m ental fatigue and  assu re  accuracy  on to ­
day’s increased  volum e of calculating, by using B urroughs 
E lec tric  C alcu lato r. T h is  m achine is found ex trem ely  v a lu ­
able on scores of jobs throughout the year.
B urroughs E lec tr ic  C alcu la to r is fast and easy to operate.
E ach  key  alw ays reg isters its full value on the dials, because 
the m otor does the w ork . T h e re  a re  m any m odels and  totaling 
capacities. P rices  a re  su rprising ly  low. Investigate this m a­
chine to see how it speeds and simplifies figuring. C all or 
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T o  t h o s e  w h o  
p l a n  t o  t a k e  
t h e  n e x t  C . P . A . e x a m i n a t i o n
I N addition to its regular
Course, the International 
Accountants Society, Inc., 
offers a special Coaching 
Course for Accountants who 
are planning to take the 
C.P.A. Examination.
This Course will be sup­
plied only to those who are 
already competent account­
ants, as no attempt is made 
to teach general accounting 
in this course. The instruc­
tion is pointed directly at 
the C.P.A. Examination.
Something more than a 
knowledge of accounting is 
necessary to insure success 
in the examination room.
Solving examination prob­
lems is vastly different from 
the usual work of making
Particularly noteworthy 
features o f the training are:
100 problems in Practical Accounting 
with solutions and comments
100 questions and answers in Account­
ing Law
100 questions and answers in Auditing
100 questions and answers in Theory 
of Accounts 
Elaborate explanations and comments 
that include, in addition to the finished 
statements or solutions, such items as 
suggestions for “Notes to the Examiner,” 
working sheets, side calculations, use of 
proper terminology, and discussions of 
authoritative opinions.
Problems and questions (1) actually 
used in a C. P. A. or an A. I. A. examina­
tion, or (2) specially prepared to train 
the candidate in handling certain points 
likely to be encountered in the examination.
Personal correction, criticism, and grad­
ing of every examination paper by a 
Certified Public Accountant who has him­
self passed the C. P. A. examination. 
There are sixteen such Certified Public 
Accountants on the Active Faculty of the 
International Accountants Society, Inc.
audits, installing systems, or 
conducting investigations. 
Many men with little or no 
practical experience can solve
C.P.A. problems readily— 
many others with years of 
experience flounder pitifully 
in the examination room. 
W HY? The candidate is 
required to work at top 
speed. He must work with 
limited information. He has 
to construct definitions. Very 
often it is necessary for him 
to use unusual working 
sheets.
The C.P.A. Coaching 
Course given by the In ter­
national A c c o u n t a n t s  
Society, Inc., prepares you 
to meet such conditions. 
The fee is $42, and the text 
consists of twenty lessons.
A BOOKLET, “How to Prepare for the C.P.A. Examination,” is available for those who are interested. For a free copy, ju s t write your name and address below and mail.
I n t e r n a t i o n a l  A c c o u n t a n t s  S o c ie t y ,  Inc.
A Division o f the ALEXANDER HAMILTON INSTITUTE
To the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.
Send me the special booklet, “How to Prepare for the C. P. A. Examination," 
which describes your special Coaching Course for Accountants.
 
_____Company..
 Address ................. ........................................................................... ........ ....................................................................  
W H E N  A N SW E R IN G  A D V E R T ISE M E N T S M E N T IO N  T H E  C E R T IF IE D  P U B L IC  ACCOUNTANT
Let us help you maintain your
P a y r o l l  R e c o r d s . .
in accord with the requirements of the 
Federal Social Security Act and 
Related State Legislation 
 
PAYROLL RECORDS that exist today in the aver­age business fall far short of supplying all of the 
information that employers will be required to report 
to governmental departments under the provisions 
of Federal and State Social Security Legislation.
Underwood Elliott Fisher Accounting Machines 
are equipped to provide all necessary records re­
quired by the new legislation including Employees’ 
Pay Checks (or envelopes), Employees’ Earnings 
Records and Payrolls in a single operation.
These machines are eminently qualified for this 
type of accounting work because of their ability to 
write, cross-calculate and accumulate in a single op­
eration the figures and other information required 
by the new legislation and needed by employers for 
effective administrative control. Underwood Elliott 
Fisher is prepared to cooper­
ate in meeting all of the ac­
U n d e r w o o d  E l l i o t t  F i s h e r
counting requirements of the Federal Social Security 
Act and Related State Legislation. For further in­
formation on this important subject, just mail the 
coupon. No obligation to you.
Underwood Elliott Fisher makes three distinct types 
of accounting machines with a wide variety of mod­
els in each. It maintains an organization qualified to 
assist all industry in using them at their highest peak 
of efficiency. Every Underwood Elliott Fisher Ma­
chine is backed by nation-wide, company-owned 
service facilities.
A ccounting M achine Division
UNDERWOOD ELLIOTT FISHER COMPANY
A ccounting M ach in es. .. Typew riters . . . A ddin g M achines 
C arbon  P a p er , R ibbons an d  o th er  Supplies 
One Park Avenue, New York, N. Y.
S ales a n d  Service Everyw here
ACCOUNTING MACHINES
Accounting Machine Division, Underwood Elliott Fisher Co.
One Park Avenue, N ew  York, N. Y.
Gentlemen: Please supply further inform ation concerning 
the development and maintenance of necessary employee 
records under the Federal Social Security Act and Related 
State Legislation.
U nderwood E llio tt Fisher Speeds the W orld ’s Business
Name__
Address 
City____ S tate_
W H EN  A N SW E R IN G  A D V E R T ISE M E N T S m e n t i o n  t h e  c e r t i f i e d  p u b l i c  a c c o u n t a n t
CPA 9-36
In  t h e  g e n e r a l  c o u r ses  in  
Co m m e r c ia l  and  P r o f e ssio n a l  A c c o u n tin g , o f f e r e d  b y
T H E  
AM ERICAN  ACAD EM Y OF ACCOUNTANCY
is included a specific course in
C o rp o ratio n  A ccounting
which includes among i ts many interesting studies, 
such matters as the following:
An illustrative case under 77B in bankruptcy.
A study of typical prospectuses recently issued under 
the regulations of the Securities and Exchange Com­
mission.
A discussion of the rules and regulations of the 
Securities and Exchange Commission, (including In ­
struction Book for 10-K), and their effect and in­
fluence upon accountancy procedures.
A study of the recently developed form  of account­
ants’ report and the 1936 revision of the Federal 
Reserve bulletin  published by the American Insti­
tute of Accountants.
A study of straight-line and circuit relationships in 
combinations of corporations, the form ula and equity 
methods of determ ining interests, and the method of 
developing form ulas for use in  preparing Consoli­
dating and Consolidated Statements.
A m erican  A cadem y  of A ccountancy
Executive Offices 
720 N o r t h  M ic h ig a n  A v e .
C h ic a g o , I l l in o is
1.
2.
3.
4.
5.
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AFTER the consolidation of the two national organizations repre­
senting the profession of Certified Public Accountants of this coun­
try, which is in the process of completion, the new organization should 
be better equipped to render greater service to the profession than 
either of the organizations has in the past. The membership will be 
materially larger, its influential position will be strengthened among 
the professions and trade organizations, as well as the public, and its 
annual revenue will be greatly increased. It should be closer to its mem­
bers and in a better position to aid them in all the objects for which it  
will be formed.
The objects of the leading professional organizations are to promote 
the science of the professions, encourage cordial intercourse among their 
members, maintain and advance high educational and ethical standards, 
safeguard the interests of their practitioners, promote their administra­
tion, correlate their activities, protect the interest of the public, and 
protect the honor and dignity of the professions, etc. In order to accom­
plish these objects the organizations need the hearty co-operation of a 
large percentage of the practitioners of the professions. An organization 
must supply information which will be advantageous and almost indis­
pensable to the profession before it can expect to obtain a larger mem­
bership.
The mere maintenance of a membership in an organization, as a 
general rule, is profitable neither to the member nor to the organiza­
tion. The good to both must, of necessity, be of definite value to each. 
The member must do more than just pay his dues—he must take an active 
part in the organization and in the promotion of its objects. The organi­
zation, in order to compensate the member for his monetary considera­
tion, and efforts, must contribute a real service in return.
Accountancy, as a profession, has developed in the past score of 
years more rapidly than at any time prior thereto. This period of rapid 
development has required an endless amount of research. Research
T h e  P r e s i d e n t ’s  P a g e  
A  Greater Service
by W i l l i a m  D. M o r r i s o n ,  C.P.A .
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requires time, ability, and funds, whether done by an individual or an 
organization. If done by an organized group, the benefits derived are for 
the good of all, and the cost to each member exceedingly small. In this 
way the consolidated organization ought to be in a position to supply 
facts which can be of greater value to its members.
In the past there has been a divergence of thought in connection 
with the internal administration of the national accountancy organiza­
tions, but so far as sound fundamental accounting principles were con­
cerned, they have been in accord, although in some instances expressed 
by the use of different words. This situation led the laity to believe 
there was a difference between the two organizations as to accounting 
principles, which was exceedingly unfortunate and decidedly so during 
conferences with governmental departments. With but one organization 
in the field the unanimous views of the profession can be presented when 
it is deemed advisable or when called upon, and information beneficial 
and advantageous to all concerned can be furnished.
The time is definitely here when the Certified Public Accountants 
should come forward and perform their duty in forming one of the 
strongest and most influential professional organizations in this country. 
Bear in mind it is only through the efforts of the individual members that 
the national organization can prosper and be of a greater service to its 
members.
HE Executive Committees of the Institute and The Society held a
joint meeting in New York Friday, September 18. The day previous 
the Executive Committee of The Society had taken up for discussion va­
rious matters to be considered at that time. The counsel of the Institute 
was present as several of the matters under consideration required legal
The first lot of transfer blanks (591) which had been prepared and 
signed by the President and the Secretary of The American Society were 
delivered to the Secretary of the Institute on Saturday morning. It was 
expected that another lot could be prepared before the end of the month 
and a third lot prior to the time of the annual meeting.
No bills for dues in The Society after September 1 will be sent out, 
but as fast as the transfers of membership have been made the Institute 
will bill the members for the dues in the Institute for the year beginning 
September 1, 1936, regardless of the time when such transfer is actually 
made.
It was decided that all matters of detail could not be completed until 
sometime in December.
The last annual meeting of The Society will be held at Fort Worth,
T h e  C o n s o l i d a t i o n
advice.
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October 17 and 18, by which time it is expected that transfers will be 
completed for those who qualify under the present membership provisions 
of the Institute. At the time of the annual meeting of the Institute in 
Dallas, October 19-22, action will be taken covering the transfers to be 
made for those members of The Society who do not technically qualify at 
the present time.
A number of amendments have been proposed for presentation at the 
Dallas meeting of the Institute in addition to the two relating to the 
name of the organization and selection of its governing body by regional 
representation.
There is now a proposed amendment before The American Society 
Representatives extending the authority of the Executive Committee be­
yond the time granted by an amendment last year. The amendment now 
being voted on is as follow s:
“A joint questionnaire having been submitted by the executive com­
mittees of the American Institute of Accountants and of The American 
Society of Certified Public Accountants to their respective memberships 
in accordance with the provisions of an amendment adopted by The 
Society November 11, 1935, which questionnaire received a majority 
affirmative vote of each organization, the executive committee is author­
ized to take such further actions as may be needed to effect the consolida­
tion of the two organizations, any provisions in the Constitution and 
By-laws which would restrict its freedom in the matter to the contrary 
notwithstanding. ”
P r o g r a m
The American Society of Certified Public Accountants 
Annual Meeting—Hotel Blackstone 
Fort Worth, Texas 
October 17-18 
1936
O cto ber  17
8 :00 A. M. Breakfast meeting, 1935-36 Board of Directors. 1936-37 Board as 
visitors.
10:00 A. M. F irst Session—Thomas H. Evans, presiding. This will be an open 
meeting and the program will center around those present who at­
tended the organization meeting of The Society, December 12, 1921.
11:00 A .M . Second open meeting—H arry Jay, F irst Vice-President, presiding.
This meeting will have as its central theme “Importance of State 
Societies.” Special participants will be State Representatives for the 
years ’35-36 and ’36-37.
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O c tober  17, 1936
12 :30 P. M. Luncheon meeting 1936-37 Board of Directors with 1935-36 Board 
as visitors.
2 :00 P. M. General Program Session—W. D. Morrison, President, presiding.
Invocation, Addresses of Welcome and Response, Reports, Address 
of the President and two formal papers.
5:30 P. M. Adjournment.
6:45 P. M. Banquet and Dancing—“Casa Manana,” Fort W orth Frontier 
Centennial.
10:00 P. M. “The Last Frontier”—Fort W orth Frontier Centennial Celebration. 
m i d n i g h t  Farewell meeting of “The Order of Twelve,” Blackstone Hotel.
O cto ber  18 
10:00 A. M. General Breakfast Session.
11:00 A. M. Closing Session of The American Society featuring past-presidents.
1 :00 P. M. Adjournment.
2 :00 P. M. Golf Competition for Prizes, Colonial Hills Golf Club.
5 :30 P. M. Presentation of Prizes and final celebration.
T e x a s  S o c ie t y  L o c a l  C o m m it t e e
A. C. Upleger .........................................Waco, Chairman
Clifton H. M o r r is .................................... Fort W orth
Lyle R. S p ro le s .........................................Fort W orth
Luke Garvin .............................................Dallas
J. J. Gannon ......................................... Houston
SPE C IA L PROGRAM  FO R  LA D IES
O ctober  17
12:15 P .M . Bridge Luncheon, Fort W orth Club.
6:45 P .M . Banquet and Dancing, “Casa Manana.”
10:00 P .M . “The Last Frontier.” 
m i d n i g h t  “Order of Thirteen.”
O cto ber  18
2:00 P .M . Sight-seeing Trip.
L a d ie s  C o m m it t e e
Co-Chairmen:
Mrs. H arry  Jay, Memphis, Tennessee 
Mrs. Lyle R. Sproles, Fort W orth, Texas
M embers:
Mrs. H. A. Pickens 
Mrs. Francis E. Kepple 
Mrs. Louis R. Sarazan 
Mrs. Clifton H. Morris
Note
Registration Headquarters will be open 
at the Blackstone at eight o’clock Saturday 
morning, October 17. The individual reg­
istration fee, including the Saturday
evening dinner and entertainment and 
Sunday morning breakfast as well as the 
features in the Ladies’ Special Program  
that has been provided, will be five dollars.
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A m e r i c a n  I n s t i t u t e  o f  A c c o u n t a n t s
A n n u a l M eeting , Baker H otel 
Dallas, T exas
October 19-22, 1936
October 19 
Meeting of council (executive session).
Meeting of Advisory Council of State Society Presidents. 
Before-dinner party.
Meeting of representatives of State accountancy boards. (Open ses­
sion. Maurice E. Peloubet, chairman of the American Institute of 
Accountants’ board of examiners, and E. E. Leffler, president of the 
Association of Certified Public Accountant Examiners, will preside 
jointly. There will be an address by a prominent speaker on a sub­
ject related to the work of State accountancy examiners, possibly fol­
lowed by discussion.)
October 20
9:30 A .M . General session (Robert H. Montgomery, president of the Institute, 
will preside).
Invocation, addresses of welcome and responses.
President’s address.
Annual reports.
11 :00 A. M. A ddress: By Henry H. Heimann, executive manager, National Asso­
ciation of Credit Men.
12:30 P. M. Luncheon for men.
2 :00 P. M. A ddress: “Social Security Laws,” by John G. Winant. chairman. 
Social Security Board.
7 :00 P. M. Dinner dance.
October 21 
All Day Texas Centennial Exposition.
Morning Golf and tennis tournaments.
9:30 A. M. Round-table discussions (two sessions).
11:00 A .M . Round-table discussions (two sessions).
October 22
9:30 A. M. General session.
Election of officers.
Selection of 1937 meeting place.
10:30 A. M. A ddress: “Tax management under the revenue act of 1936,” by 
Norman L. McLaren, of San Francisco.
11:30 A .M . Address: “Advantages and disadvantages of consolidated state­
ments,” by Victor H. Stempf, of New York.
2:00 P .M . Round-table discussions (two sessions).
3:30 P. M. Meeting of council (executive session).
7 :30 P. M. Annual banquet.
Address by Pat M. Neff, president of Baylor University.
Presentation of Elijah W att Sells scholarship awards.
Dancing.
10:00 A. M. 
2 :00 P. M. 
6:00 P .M . 
8:00 P .M .
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T h i n g s  t o  C o m e *
by J o h n  L. C a r e y , New York City
TH E R E  are 30,000 certified public ac­countants in the United States, 29,900 
of them belong to state societies and to the 
national professional organization at a total 
cost to each of not more than $25 a year.
Each state society is a strong and re­
spected body in its own community. Its 
committees are consulted by state officials, 
tax authorities and securities, banking and 
insurance commissions. Its advice is sought 
by the state legislature. It frequently con­
sults on matters of mutual interest with 
local organizations of bankers, credit men, 
financial editors and other professional 
business groups.
The standard of accountancy work is 
very high. Through close co-operation be­
tween national and state organizations full 
information is continually distributed 
throughout the profession on technical de­
velopments in accounting procedure, and 
individual accountants are fully informed 
of the practices in other parts of the 
country and in various fields of business.
Fees for public accounting service are 
ample to insure careful and thorough ex­
aminations by competent staff men under 
adequate supervision of principals. Con­
sequently, clients are universally delight­
ed with the service which their accountants 
render. The integrity of audits by indepen­
dent public accountants is generally recog­
nized and business men lean heavily on 
their accountants for advice.
*At the recent meeting of the Tennessee Soci­
ety of Certified Public Accountants the secre­
taries of both the American Institute and The 
American Society were present and spoke.
In introducing the remarks he made, John L. 
Carey, Secretary of the American Institute, read 
what purported to be a statement prepared by a 
graduate student some twenty years hence, after 
a survey had been made by him of the account­
ancy profession.
The vision as to conditions toward which a 
united profession should work was so idealistic 
and yet possible of attainment that permission 
to print it was asked and granted.
One reason for the high standard of per­
formance and an adequate standard of fees 
is the complete absence of bidding for pro­
fessional accounting work. Even in the 
field of municipal auditing bidding has be­
come unknown, as have solicitation and ad­
vertising. This has come about because sus­
pension or expulsion from the state society 
and the national organization is the im­
mediate penalty for violation of the ethical 
code adopted by the profession as a whole.
The one hundred certified public ac­
countants who are not members of the pro­
fessional organizations are those who have 
lost their memberships or have been re­
fused admission because of failure to ob­
serve the code. Their practices have fallen 
away rapidly because the public has learned 
to seek members of the state and national 
societies to render accounting service.
State boards of accountancy are nomi­
nated on recommendation of the state 
society, and co-operation between each 
society and the local board is very close. 
In the rare cases of fraud or inexcusable 
negligence on the part of certified public 
accountants, investigations are made by 
state societies, complaints are referred to 
the state boards and the offenders’ certi­
ficates are promptly suspended or revoked.
Occasional attacks on the C.P.A. laws 
by groups of non-certified accountants are 
rapidly disposed of by conferences between 
the appropriate legislative committee and 
the society’s committee on legislation, so 
strong is the support rendered to state 
societies by the business public and by 
government departments.
Each state society publishes a monthly 
bulletin and holds monthly meetings 
through which its members are kept in­
formed of current events of interest to 
them. Recognizing the importance of ac­
countancy in the business life of the com­
munity, the local newspapers review the 
bulletin and follow meetings faithfully,
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reporting to the public those activities of 
the state society which are of general inter­
est. 
Through co-operation between the na­
tional organization and the state societies, 
state C.P.A. laws have become generally 
uniform. Experience and educational re­
quirements are standard throughout the 
country, and a common basis for mutual 
recognition of certificates has been adopted 
by all the states. A standard examination, 
prepared by the national organization in 
co-operation with the individual state 
boards, has been universally adopted.
Through the advisory council of state 
society presidents the national organization 
obtains the advice of state societies on 
questions of policy and in turn receives re­
quests for information and advice on mat­
ters with which individual state societies 
may be dealing. There is a full and free in­
terchange of information.
The national organization produces pub­
lications covering every subject of interest 
and of practical value to accountants—a 
monthly magazine, bulletins, pamphlets and 
reports. The national organization also 
maintains a complete library, containing 
every work in the English language on ac­
countancy or a related subject, with suffi­
cient duplicate copies of the more impor­
tant books to permit circulation among in­
dividuals members. In addition there is 
maintained at national headquarters an in­
formation bureau, which obtains answers 
to technical problems submitted by indivi­
dual members, and from time to time pub­
lishes, for the benefit of all, data compiled 
in answering such questions.
The advice of the national accountancy 
organization is frequently sought at W ash­
ington by legislative committees and 
governmental departments and officers.
Continual conversations take place be­
tween committees of the organization and 
the Securities and Exchange Commission, 
the Federal Power Commission, the In ter­
state Commerce Commission, the Treasury 
Department and other federal bodies deal­
ing with accounting questions.
In the rare cases in which a certified 
public accountant, appearing before any 
governmental authority, files improper 
statements or commits an unprofessional 
act, the government agency notifies the na­
tional organization, which in turn advises 
the state society of which the offender is a 
member. If  after careful investigation the 
accountant is believed guilty of unprofes­
sional conduct, he is called upon to answer 
a formal complaint before the national or­
ganization or the state society or both. The 
national organization customarily deals 
with charges of unprofessional conduct, 
which for any reason it can adjudicate with 
greater ease or less embarrassment than 
could the state society concerned. In a num­
ber of court cases involving questions of 
accountants’ responsibility and other ques­
tions affecting the status of the profession, 
the national and state organizations have 
appeared as friends of the court and have 
presented the viewpoint of the profession 
as a whole on those questions, as the result 
of which the legal liability of accountants 
has been clearly defined to the satisfaction 
of all concerned.
The national organization maintains in­
timate relations with national associations 
of bankers, investment bankers and credit 
men, with the bar association and stock ex­
changes as well as with other business, pro­
fessional and trade associations.
The national organzation has carried on 
a continuous program of public education 
through which the nature and value of the 
services rendered by certified public ac­
countants have come to be clearly under­
stood by the man in the street.
Regional meetings are held each year 
under the joint auspices of the national or­
ganization and groups of societies in neigh­
boring states, at which prominent members 
of the profession and men well known in 
public life discuss affairs of the day. There 
is great public interest in these conferences.
The national organization maintains a 
publicity department through which all 
news of accountancy of legitimate interest to 
the public reaches the daily press, maga­
zines and trade publications.
Professional education has been placed 
on a high plane. All the leading colleges and 
universities give courses designed to train 
students for professional practice. These 
courses are similar, meeting a minimum 
standard to which all have agreed, and 
stressing both cultural and technical sub-
( Continued on page 563)
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R e g u l a t o r y  L e g i s l a t i o n
by D. W. S p r in g e r , C.P.A., Michigan
NE W  YORK, in 1896, passed the first law in this country recognizing pub­
lic accountants and established the legal 
professional designation Certified Public 
Accountant. New Mexico, in 1921, twenty- 
five years later, was the last State to pass 
such a law. W ithin six years thereafter 
every other Governmental unit had passed 
what is usually known as a C. P. A. law. 
All the laws during that period, while vary­
ing in each State as to phraseology, had a 
few similar provisions.
In each a Board was authorized, some ap­
pointed by the Governor, some named by 
the State University, some composed of 
certain State officials. The purpose of such 
Board was to provide examinations for 
those who desired to be known as certified 
public accountants and to issue certificates, 
under the authority of the State, granting 
the right to use that designation to those 
who were successful in passing. In most 
of the states when the law was passed the 
first Board was authorized to grant certi­
ficates to those public accountants then in 
practice, which policy was similar to that 
followed when the initial laws governing 
other professions had been enacted. The 
Board thus constituted was usually author­
ized to hear complaints against holders of 
certificates which it had issued and was also 
given authority to revoke, cancel, suspend 
them for a given time, or censure the holder 
thereof, in accordance with its findings. 
Usually authority was granted to recognize 
certificates of a similar sort issued by other 
State Boards.
These original laws were purely restric­
tive in character. They largely provided 
for a limited use of the title Certified Public 
Accountant or the abbreviation C. P. A. If 
the certificate was revoked, cancelled or 
suspended the holder thereof was not ob­
ligated to retire from public practice. He 
was merely refused the right to continue 
using those designations in his practice. 
During those years the necessity for utiliz­
ing accountant reports in states other than
in those where issued was not as great as 
it is now.
In 1924 a new type of accounting law 
was passed by the State of Maryland and 
a month later a similar law was passed in 
Louisiana. These laws were regulatory in 
character in that they placed under the con­
trol of the State Board of Accountancy not 
only certified public accountants, as had 
theretofore been the case, but all public ac­
counting practitioners. These laws were 
passed on the theory that the accountant 
had become such a factor in the business 
world and his reports had become so wide­
spread in their distribution that personal 
knowledge as to the standing of the account­
ant was not always available. The public 
had a right to appeal to some source in case 
the accountant certificates attached to audit 
reports were of such a character that the 
public was injured. An accounting practi­
tioner might  be either incompetent or un­
scrupulous. In either case the reports pre­
pared for his client, should they be pre­
sented to Government units for taxation 
purposes, to third parties for credit pur­
poses, or to stockholders for evaluating 
their investments, might present a wrong 
interpretation of the exact facts. In the 
interest, therefore, of the Government and 
the investing and credit-granting public, 
regulatory laws were felt essential.
In brief, the State B o a r d ,  which up to 
that time dealt only with the certified pub­
lic accountants, was authorized to register 
all public accountant practitioners then in 
practice. Thereafter no person might begin 
public practice except after he had passed 
an examination and secured a C. P. A. cer­
tificate. In some states all practitioners were 
required to register annually. The practical 
result was to gradually lessen the number 
of non-certified public accountant practi­
tioners until in time all public practice would 
be carried on by certified public accountants 
who had demonstrated a knowledge of the 
principles of accountancy by passing an 
examination. This would tend to diminish
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the factor of incompetence.
The states which have enacted some type 
of a regulatory law are, in chronological 
order, Maryland, Louisiana, North Caro­
lina, Tennessee, Michigan, Florida, Illinois, 
Virginia, Iowa, Mississippi, Arizona, W ash­
ington, Montana and Wisconsin. These laws 
may be loosely grouped into three classes.
The first or no-waiver group would in­
clude Maryland, Louisiana, North Carolina, 
Michigan, Virginia, Mississippi and W is­
consin. In those states no new C. P. A. cer­
tificates were granted at the time the law 
was passed. The law recognized the right 
of those who had established themselves in 
practice and who were practicing as public 
accountants to continue practice under that 
designation. No rights were lost by them 
and no new rights were given them beyond 
the fact that they were, as well as the cer­
tified public accountants, protected from 
the continual influx of would-be public ac­
countants who had not demonstrated in any 
manner that they had either experience or 
training that warranted the State in grant­
ing them the right to publicly engage in a 
professional activity wherein property 
rights were involved in all reports that were 
prepared.
The second or waiver group of states in­
cludes Tennessee, Florida, Iowa and Ari­
zona. Their regulatory laws provided that 
certified public accountant certificates 
should be given to some of the accounting 
practitioners then in practice. Each of the 
states had its own particular method of 
specification as to who was entitled to them 
but those public accountants who were not 
given C. P. A. certificates through the re­
opened waiver were permitted to continue 
practice as public accountants and no others 
were to be permitted to enter practice ex­
cept as they passed a C. P. A. examination.
The third or special group of states, Illi­
nois, Washington and Montana, introduced 
some entirely new feature. In  Illinois a sec­
ond Board was authorized. The University 
of Illinois, under the original law, which 
was not repealed with the passage of the 
regulatory law, designates an examining 
board and that Board continues to function 
as regards the examination of certified pub­
lic accountants. The regulatory law pro­
vided that the Department of Registration
and Education, which has charge of the 
registration of all other professional and 
occupational groups in the State, should 
take over the function of registering the 
accountants. The law specifically provided 
that the Department should annually regis­
ter all accounting practitioners whether cer­
tified or public; that it should recognize in 
the first instance as a registered public ac­
countant every practitioner who proved that 
he was engaged as such at that tim e; that 
thereafter any person desiring to enter prac­
tice might be given an examination by the 
Public Accountant Examining Committee, 
appointed by the Department, on passing 
which he was to be granted a certificate as 
a public accountant and registered as such. 
The difference between the Illinois law and 
that in the other states will be recognized, 
therefore, as separating the registration of 
certified public accountants from the Board 
that had granted the certificates and vesting 
in another State body registration control 
over the certified public accountants and 
full control over public accountants. The 
anomaly was presented of requiring a resi­
dent of the State who subsequently desired 
to enter the profession and who wished to 
secure a certificate that would be recognized 
throughout the United States, to take an 
examination before the University Board 
for the purpose of securing a C. P. A. cer­
tificate and then take an examination before 
the Registration Board for the purpose of 
securing a certificate that would be recog­
nized within the State. If  the prospective 
candidate did not anticipate that he would 
ever care to practice outside the State he 
could take only the examination before the 
Registration Board. If  successful, he would 
obtain a certificate that would be recognized 
in Illinois but would not have any standing 
outside the State in case at any future date 
he changed his mind or his clientele required 
his services elsewhere.
In W ashington State a different idea was 
carried out. Their regulatory law does not 
go to the extent of requiring every public 
accountant to register. I t does however pro­
vide that the Director of Licenses may issue 
a license to a public accountant. This gives 
him the sanction of the State’s backing as 
against the public accountant who does not 
register. It provides that those licenses may
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be cancelled by the Director of Licenses for 
cause but it is not completely regulatory in 
that all public accountants are not required 
to register.
Montana has a still different distinction 
in its law. I t  went further than any of the 
others by including the provision, “Any 
person employed by the State of Montana 
as state accountant, corporation license-tax 
auditor or/and  income-tax supervisor, state 
examiner, or assistant or deputy state ex­
aminer, shall be deemed to be engaged in 
public accounting or auditing.” This fea­
ture of legislating State employees into a 
public accounting status is not found in any 
of the other laws.
In order to provide a continuing influx 
of certified public accountants the law con­
tained the following: “All persons are cer­
tified public accountants of this State who 
are now entitled to practice as certified pub­
lic accountants therein, and every person is 
entitled to be certified by the State Univer­
sity of Montana as a certified public account­
ant who shall have been engaged in public 
accounting or auditing exclusively and con­
tinuously for a t least five years before mak­
ing application to the University for a certi­
cate as a certified public accountant. * * * 
The University is hereby directed to issue to 
such person a certificate entitling him to 
practice as a certified public accountant and 
to employ the title of 'certified public ac­
countant’ or the abbreviation ‘C. P. A.’ ” 
It then further provides that “Any person 
who has not been engaged in public account­
ing or auditing exclusively and continuously 
for at least five years and who desires to 
receive a certificate entitling him to practice 
as a certified public accountant must submit 
to and successfully pass a written examina­
tion,” etc. In other words, State employed 
accounting officials are engaged in public 
accounting in Montana. I f  they hold their 
political jobs for five years, and anyone else 
who has been engaged in public accountancy 
for that length of time, they will automati­
cally receive a C .P.A. certificate. I f  they 
can’t  wait that long they can take an exami­
nation. Practically, however, examinations 
will be a thing of the past.
From time to time considerable discus­
sion has been indulged in as to the value of 
a regulatory law compared with the ordi­
nary restrictive C. P. A. type. In general,
the American Institute has not been favor­
able to regulatory legislation and The 
American Society has favored it. A con­
sensus of opinion was desired from holders 
of C. P. A. certificates in the states where 
any type of a regulatory law had been en­
acted. A questionnaire was sent out last 
April to all such. No attempt was made to 
secure the opinion of the public accountants.
No questionnaires were sent to Wiscon­
sin as the administration of its law had been 
held up by court proceedings. The law was 
fought on the ground that it was unconsti­
tutional. In  the lower court the law was 
sustained and it is now in the supreme court 
on appeal.
The history of court tests is relatively 
short. The first law passed in Oklahoma 
was of a regulatory type. There was really 
no profession at that time. The law pro­
vided for a variety of certificates to be is­
sued under different conditions and the 
court decided that it was unconstitutional. 
The first regulatory law passed in Illinois 
in 1925 was declared unconstitutional al­
though in the decision the court took occa­
sion to say that they were not declaring that 
a constitutional law embodying the general 
idea might not be enacted but that this par­
ticular law was not in conformity with the 
Illinois constitution. Two years later a sec­
ond regulatory law was passed and it has 
not been tested. Tennessee had one provi­
sion in its law declared unconstitutional as 
the result of an action brought by a public 
accountant who felt that he had been ag­
grieved. It is interesting to note that the 
definition of public accounting in the first 
Illinois regulatory law was exactly the same 
as the definition in the Tennessee law and 
both adverse decisions were based on that 
definition. Some phases of the Louisiana 
law have twice gone to its supreme court 
and been upheld. In none of the other states 
have decisions been reached as the result 
of court procedure.
The questionnaire itself was as follows:
1. State Issuing My Certificate.
2. Year W hen Issued.
3. Issued by W a iv e r ...........Examination
........... Recognition........... Reciprocity
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4. It is my opinion that the Regulatory Law 
(has) (has not) weakened the standing 
which the C. P. A. certificate had in the 
State prior to its passage.
5. It is my opinion that the Regulatory 
Law (has) (has not) strengthened the 
standing of the accountancy profession 
in the State.
6. I (would) (would not) vote to have the 
Regulatory Law repealed, with a return 
to the old type of C. P. A. law.
7. I  (believe) (do not believe) that the 
present law has been handicapped by 
laxity in administration.
8. I (believe) (do not believe) that the 
present law has been handicapped by 
severity in administration.
Rem arks:
A check of the returns has just been com­
pleted. The percentage of possible returns 
received from each of the three groups was 
practically the same, there being less than 
one per cent difference.
In making the checkings the replies were 
divided into two time-groups, (a) from 
those who secured their C .P.A . certificates 
prior to the passage of the regulatory law 
and (b) from those who secured their cer­
tificates after its passage. In  the first group 
the holders would have had the benefit of 
comparing conditions before its passage and 
after. In the latter group some of them may 
have had an opportunity of such a compari­
son but we had no means of knowing.
We made a second division, checking 
those who had secured their certificates by 
examination in that State and those who 
had secured them by waiver or by reciproc­
ity or recognition.
In the thirteen states checked, the num­
ber of certificates issued prior to the passage 
of the regulatory law was 88% of the num­
ber of certificates issued by the same states 
after the passage of its law. Two factors 
were involved in this percentage, relative 
number of years before and after its pas­
sage and whether waiver provisions were 
reopened when the regulatory law was 
passed.
Maryland, the first State, did not have a 
waiver provision and yet the previous cer­
tificates were only 34% of those issued 
thereafter. Two later states with waiver 
provisions included have each issued over 
three times as many certificates since the 
law as prior to its enactment.
The increasing importance of the ac­
countant may be illustrated by the fact that 
during each year, counting all the states 
canvassed, between the passage of the orig­
inal and the regulatory laws, there had been 
an average annual issuance in each of 9 cer­
tificates, whereas in those same states dur­
ing the period between the passage of the 
law and the end of 1935 the average num­
ber of certificates issued in each State each 
year had been 25.
Certificates received by those reporting 
were by examination in the same State, 
82%, by waiver 5%, by recognition or rec­
iprocity 13%, the originals for which had 
all been obtained by examination. Only 
seven replies were received from holders of 
original waiver certificates. They are rap­
idly passing out of the practitioner picture.
Those who replied quite generally recog­
nized the difference between the fourth and 
fifth points in that the fourth question had 
to do with the standing of the C. P. A. cer­
tificate and the fifth concerned the standing 
of the accountancy profession as a whole. 
The law might have weakened the standing 
of the certificate and yet strengthened the 
standing of the profession as a whole. On 
the other hand, it might not have weakened 
the standing of the certificate and yet have 
weakened the standing of the profession. 
While there were many individual variations 
in the answers given to these two questions, 
the percentages ran practically parallel.
In the first or no-waiver group but one- 
fifth of one per cent of those who received 
their certificates prior to the passage of the 
law reported that in their opinion the stand­
ing of the certified public accountant had 
been weakened and of those who secured 
their certificates after the passage of the 
law but one-third of one per cent were of 
that opinion. In  the second group, which 
re-opened the waiver, seven per cent of 
those who received their certificates prior 
to the law believed that their certificate had 
been weakened, while two per cent of those 
who received th,em afterwards were of the
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same opinion. In the third group, seven 
per cent of each division felt that the stand­
ing of the C. P. A. certificate had been 
weakened.
When it came to expressing an opinion 
on the question as to whether there had 
been laxity in administration, two and two- 
tenths per cent of the older certificate hold­
ers in the first group gave affirmative replies 
and three and five-tenths per cent of the 
more recent group of certificate holders 
gave affirmative replies. In the second 
group the percentages were seven and one- 
tenth and three. In the third group the per­
centage was three and seven-tenths of those 
reporting both before and after the law was 
passed.
So far as severity of administration was 
concerned only eleven, all told, reported that 
in their judgment the law had been admin­
istered too severely.
As to whether those who reported would 
vote to repeal the regulatory law and return 
to the ordinary restrictive type, four of the 
earlier holders in the non-waiver states 
voted that they would and five of the later 
holders would vote for repeal. In the group 
of waiver states eight of the earlier holders 
replied that they would vote for repeal and 
four of the later holders replied that they 
would. In the third or special group sixty- 
two of the holders of certificates issued 
prior to the law indicated that they would 
vote for repeal and fifty-four of the holders 
of certificates issued after the law was 
passed so voted.
It is recognized that figures of this sort 
mean much or little depending on a varying 
set of conditions in each State. It may be 
charged that it is impossible to compare the 
opinion of a C. P. A. certificate holder in 
Maryland, the first State to pass a law of 
the no-waiver type, with one in Montana 
the last State canvassed to pass such a law, 
and with more waiver certificates than ex­
amination certificates. In the first State 
there has been twelve years of experience 
as against a single full year in the latter.
In the same way it is hardly possible to 
compare the opinion of a C. P. A. holder 
in Louisiana, the second State to pass a 
regulatory law and whose law has been up­
held, with the opinion of a certified man in 
Illinois where there is the double necessity 
presented to him of approaching the exam­
ination requirements; or in Washington 
where he finds that not all public account­
ants are required to register; or in Montana 
where State accounting officials have been 
legislatively determined as practicing public 
accounting and examination requirements 
have been practically wiped out.
I t is evident however from the returns 
that so far at least as the certified men are 
concerned those living in the States where 
the waiver was not re-opened are of the 
opinion that the law has been beneficial to 
the profession and not prejudicial to the 
certified public accountant as a practitioner. 
That same conclusion is reached in a lesser 
degree in the group of states where the 
waiver was re-opened but where no attempt 
was made to complicate the situation with 
other different provisions. The most seri­
ous objections have come from those cer­
tified public accountants in the three states 
that have undertaken to set up for them­
selves a different type of standard than has 
been used in the development of other pro­
fessions from time to time.
The opportunity given for remarks 
brought a series of responses which are of 
educational value by reason of the different 
viewpoints brought out. From those some 
quotations are given, not with the idea that 
they in any way reflect the numbers who 
expressed the same ideas but rather as giv­
ing in the language of a representative cer­
tificate holder the reason for his vote.
The replies took on a variety of forms. 
Some were explanatory of the votes given; 
some were suggestive as to changes that 
might be effected to the betterment of the 
profession; some were in the nature of 
comparisons between conditions in different 
states where the accountant had practiced. 
The ideas in many were merely duplications 
but each point touched upon by any one 
individual is reflected in the following quo­
tations.
One of the earlier certified men said: 
“While the present regulatory law is not 
perfect, it is certainly an improvement over 
the old permissive law.”
One of the more recently certified men 
said: “State Boards of Accountancy should 
be required to make annual reports, said 
reports to be printed and mailed to each 
registered accountant and should contain a 
summary of the findings of the Board dur­
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ing the year, and also any other matters of 
interest, together with a listing of the suc­
cessful candidates at the examinations held 
during the year.”
“The law has done much to stop seem­
ingly endless bickering between ‘ins’ and 
‘outs.' ” Another answered: “I feel that the 
competition between public accountants and 
certified public accountants is an evil which 
must be eliminated. My work has taken me 
to other states where in the absence of a 
regulatory law competition is fierce.”
One who practices in different states 
said : “I practice in other states, in one of 
which there is no regulatory law and I ap­
preciate the benefit of our law insofar as 
we have a higher type of average practicing 
accountant.” Another said: “I have prac­
ticed in states where there was a regulatory 
law and also in states not having a regula­
tory law and must honestly say that I prefer 
the State in which the law is enforced. It 
not only puts the profession on a higher 
standard but the practitioners are also a 
higher type of individuals than are found 
in states that do not have such a law.” 
There was at least one reply from every 
State, the burden of which was to the effect 
that everything about accountancy legisla­
tion was out of step.
From evidently a combination of attor­
ney-accountant, the following suggestion 
was received: “An injunction clause should 
be included in every regulatory law so as 
to prohibit any person from violating the 
statute. It is impossible to ordinarily obtain 
a conviction before a jury, therefore injunc­
tion proceedings are necessary.”
“Under our law eventually there will be 
no accountants except certified public ac­
countants. Having two classes is not a good 
thing but it is better than the old law and 
in time there will be but the one class.” 
Another reply was to the effect that 
“There are more C. P. A. certificates in 
this State by waiver than by examination. 
Obtaining a C. P. A. certificate by examina­
tion should be a condition precedent to ad­
mission into the national organization.” 
Another replied “Something had to be 
done to prevent the ever-increasing number 
of bank tellers, bookkeepers, etc., that are 
not even qualified for ordinary accounting 
work from taking assignments after hours
for friends, often without the knowledge 
of their employers.”
Many referred to the fact that in the 
mind of the public there was often not a 
clear line of distinction between public ac­
countants and certified public accountants. 
Many of them believed that the first effect 
of the regulatory law was to confuse clients 
but that effect became less noticeable as 
time went on. The statement of one State 
Board member on this point was as follows: 
“O ur Board answers inquiries as to the dis­
tinction under the law between a certified 
public accountant and a public accountant 
as follows. Both groups are registered by the 
same Board and practice under the same 
standards of professional conduct. Both 
groups have the same legal status. Certifi­
cates of both have been cancelled for cause. 
The C.P.A. received his certificate as the 
result of an examination. The public ac­
countant received his by reason of having 
been in practice when the law was passed.” 
It is true that that reply would not fit the 
condition in many of the states. Another 
replied: “Unless third parties require it, the 
average client does not care whether his ac­
countant is degreed, licensed, or even an 
American citizen. There are good and poor 
in both ranks. After the waiver crops of 
P .A ’s and C.P.A’s are dead and only 
C.P.A’s by examination are in practice 
the profession will be stronger. Control is 
needed. Before the present law any book­
keeper out of a job could set himself up as 
a public accountant and get away with it. 
I t  brought some semblance of order out of 
a mess.”
Several, in their remarks, discussed the 
general question of two-class legislation, 
with the following pointed statement by 
one: “Politics came into play with the re­
sult that a large number of waiver certifi­
cates were issued to men who should have 
been required to stand the examination for 
their own good as well as that of the pro­
fession.”
Another reply, touching the point that all 
public accountant certificates were origi­
nally granted because of the holders being 
in practice as such at the time the law was 
passed, said: “ In practice the incompetents 
quickly get weeded out and they cannot 
secure any business and hold it. In some
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cases it may take years but it is bound to 
come.” “The public accountant eventually 
qualifies for the certificate or else drifts to 
minor audits. Regulatory legislation in­
creases C.P.A. prestige and helps to place it 
on a par with other professions, especially 
the legal.”
As illustrating different viewpoints even 
within the same State, note the two follow­
ing quotations: “I believe accountants 
should have exercised more influence in the 
administration, but doubt that many would 
actively cooperate with the Board if the law 
permitted the State Society to be repre­
sented on the Board. The regulatory law 
has, in my opinion, been successful because 
of this independence.” “I feel that account­
ants, through the State Society, should have 
more control in naming members of the 
State Board and in formulating policies of 
that body.”
While not touched on in the questionnaire 
itself, one answer added: “Lump sum or 
competitive bidding is ridiculous. A spot 
audit is a farce.”
Referring to one of the accounting prob­
lems, one of the replies stated : “The law is 
weak because it permits remote control of 
practice, thereby encouraging competitive 
bidding against large outfits and solicitation 
by direct method.”
One replied: “It is my belief that the 
present law could be used more effectively 
to bring members to their responsibilities to 
each other by the Board exercising more 
severe administrative methods.”
Another suggested: “I think that a pro­
vision should be inserted in a regulatory 
law to the effect that if such public account­
ant certificate holder did not take and pass 
the examination and thus qualify for his 
C. P. A. certificate within a reasonable 
length of time, say five years, his certificate 
would automatically be cancelled.”
One was drastically inclined when he 
sa id : “I would like to see some progress 
made toward capital punishment for com­
petitive fee bidders.”
Another with a forward look sa id : “I 
believe the ultimate good of the profession 
will be served by gradually raising the edu­
cational standards, thus encouraging tech­
nically trained applicants.”
One who is not only a C. P. A. but an 
attorney as well, said : “Accountants as in­
dividuals and as a group must by their own 
acts create and maintain a standard and 
reputation to hold forth to the general pub­
lic. It is a healthy thing to require an indi­
vidual to prove his qualifications before 
being allowed to practice. The rest is up 
to him.” Still another, with both accom­
plishments, said: “I practice both profes­
sions but prefer the law as I can get better 
fees by doing my work as an accountant 
and making out my bills as an attorney.” 
One reply raised a point that is troubling 
the American business man, nam ely; the 
increased entry of Government into busi­
ness. The legal, the engineering, the archi­
tectural and all other professions are suffer­
ing from the rapidly increasing development 
of bureaucracy. He said, “Insofar as our 
Government is concerned, there appears to 
be no desire on the part of either State or 
Federal agencies to recognize the certified 
public accountant. More and more auditing 
is being done by employes of State and Fed­
eral bureaus. The qualifications of the so- 
called auditors employed by these bureaus 
are for the most part often below those of 
the average holder of a C. P. A. certificate. 
If the State laws demand the licensing of 
certified public accountants and the grant­
ing of certificates only after passing rigid 
examinations, the respective states and the 
Federal Government as well should confine 
its auditing activities to purely governmen­
tal agencies and these could be eliminated 
for the sake of increased efficiency.” This 
quotation is given because it represented a 
type of reply received. However, it is the 
opinion of the editor, who has had a pretty 
wide opportunity for judging trends, that 
every five-year period during the last forty 
years has represented an increased recogni­
tion by the Government, both Federal and 
State, that the C. P. A. has acquired not 
only a responsible position in the business 
world but has developed a professional tech­
nique and ethical standards.
Another reflecting on this point, said : “I 
do not believe that the C. P. A. certificate 
has been accorded the place it should have 
in public accounting. By that I mean statu­
tory accounting'. If the C. P. A. certificate 
holders received this work at statutory fees 
it would be a practical attractive recognition 
of the certificate.”
From still a different State the following
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comment was made: “I have just finished 
a State job on which three different parties 
were called by the Government to do the 
work before they engaged me. The State 
had not taken the pains to investigate those 
to whom their notices were sent.”
One reply undertook to measure the ad­
vancement which had been made: “It is 
my personal opinion that in three years 
after our law was passed we had advanced 
at least 50% ahead of where we were before 
we had it.”
Somewhat along the same line was the 
statement: “I believe that our law has set 
our profession ahead ten years. I wonder 
whether or not a good deal of the improve­
ment in our situation is not due to the Soci­
ety rather than the law. However, the So­
ciety was not active prior to the passage of 
the law and had not had a meeting for years. 
Regardless of whether the Society has 
brought about these good results or whether 
the law itself has brought it about the law 
is what started the movement, in my 
opinion.”
From one of the first states with a regu­
latory law comes the statem ent: “The pres­
ent holders of public accountant certificates 
are rather ashamed to admit that they are 
not certified public accountants and as a 
result there are very few public accountant 
practitioners in the State.”
A report along the same line from another 
State called attention to the fact that the 
percentage of public accountants to the total 
registration in that State in 1926 was 52% 
whereas the percentage of public account­
ants to the total registration in 1936 was 
22%.
Another comment was : “It has put a stop 
to past bickerings between certified and 
non-certified practitioners and solidified the 
front against adverse legislation.”
From every State we received at least one 
reply in which the statement was made that 
it was impossible for the writer to express 
an opinion because he was not in public 
practice. Some of the most helpful com­
ments received were from those who were 
not in public practice. Being, as it were, on 
the side lines they were able to judge of 
trends and effects without the natural prej­
udice which one engaged in public practice 
might have.
One certificate holder very bluntly said:
“One member of our State Board is ex­
tremely unethical in his practice and has 
caused a certain amount of disrespect among 
all accountants.”
More criticism of the regulatory law was 
directed against the incompetents that were 
necessarily recognized when the law was 
passed than at any other single feature save, 
perhaps, the element of confusion. Several, 
however, expressed the opinion that the law 
was of direct benefit to the certified man. 
One said: “I believe the licensing law has 
cost public accountants some clients; some 
that heretofore went to them because they 
were non-certified and charged less now go 
to the certified man rather than the licensed 
man, a clear distinction having been made.”
One expressed the opinion that “I do not 
believe that the certified public accountants 
are doing enough to protect the C. P. A. 
laws. Uncertified accountants are attempt­
ing to get laws passed recognizing them­
selves as just as important by the State as 
a C. P. A. The crying need in our profes­
sion today is for each certified public ac­
countant to show more interest and through 
the State and national organizations work 
toward the education of the public at large 
as to the reasons for and the need for cer­
tified public accountants.”
A number expressed the hope of one who 
said : “I hope to see the time when the ac­
countancy profession will have the same 
statutory recognition with similar privileges, 
restrictions and qualifications for practice 
as the legal profession.” This member was 
comparing present-day conditions in both 
professions without taking into considera­
tion the difference in age. The legal and 
medical professions passed through the 
same difficulties in their development that 
are now confronting the accountancy pro­
fession.
The most extended reply came from a 
former member of a State Board, who said : 
“Some registered public accountants in 
general have attempted to secure certificates 
by subsequent waiver but it is not believed 
that they will ever succeed. There has been 
seemingly very little attempt on the part of 
the public accountants to proclaim that they 
were in the same class as the certified pub­
lic accountant. It is generally believed that 
the cream of the public accountants have
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since secured their C. P. A. certificates. The 
competition with public accountants has 
been improved. Blacksmiths, bookkeepers 
and others can no longer call themselves 
public accountants. There has been no in­
terference with inter-state accountancy 
practice as the result of the law. One of 
the best features of the regulatory law is 
that it puts the practice of accountancy 
under the supervision of the State Board. 
This means that we have a permanent and 
accessible record of every person in the 
State engaged in the practice of public 
accounting.”
One expressed the opinion of several: 
“Great benefits could be obtained if a uni­
form law existed throughout the country.”
Another reply was as follows: “The re­
spect for the profession in this State has 
increased to a marked degree. I have a very 
good friend in the legal profession, a for­
mer college president, with especially keen 
observation and frank judgment. He has 
expressed to me the noticeable increase in 
the professional atmosphere and ethical con­
duct among the legitimate practitioners. I 
have always felt that the investigation of 
the practical experience and moral habits 
of applicants should be stressed and the 
rules regulating the practice should be 
rigid.”
In commenting on the question of laxity 
of administration in its relationship to the 
professional value of the law the idea was 
many times expressed that the law would 
have been of more benefit to the profession 
if it had been more strictly enforced. On 
the other hand, a goodly number of those 
replying took occasion to compliment the 
Boards on the saneness with which the law 
had been enforced.
One said : “Administration of the law has 
been most tolerant and yet inflexible insofar 
as carrying out the real intent and purpose 
of the act.” The comment of another was, 
“I do not advocate severity in administra­
tion. There has been very little attempt in 
administration in our State, however, we 
have had practically no trouble from that 
source.” To the editor’s mind that was the 
most valuable comment that has been made. 
When you get results without any seeming 
effort you are making headway.
One of the leaders said : “From observa­
tion and contact covering over twenty-five 
years, I find nothing in the long view that 
would warrant the opinion that the law has 
been other than beneficial in itself to the 
profession as well as in administration.” 
Another reported: “The standards of the 
profession are higher in this State than ever 
before and this fact is recognized by the 
general public. Our code of ethics is en­
forced by general sentiment and needs but 
little administration.”
It was interesting to note in the replies 
that without a single exception holders of 
C.P.A. certificates who had, after receiving 
them, gone into private accounting activ­
ities, spoke very strongly in favor of the 
regulatory type of law.
“The principal shortcomings are in the 
standards of the C. P. A ’s themselves. The 
worst offenders are those who spend their 
own efforts in getting clients and have the 
work done by clerks as in a factory and with 
practically no supervision.”
One of the most commonly commented 
on features had to do with the seemingly 
impossible abolition of non-registered ac­
countants. On this point one said : “A con­
siderable number of small tax  engagements 
and small audit assignments are still per­
formed by unlicensed accountants. This 
can hardly be avoided in a community where 
most accounting engagements are per­
formed by individual accountants unless 
some central authority actively engages it­
self in the enforcement of the law. I do not 
know of any large accounting assignments 
that have been given to unlicensed account­
ants.”
On this same point another sa id : “Our 
only salvation lies in developing the profes­
sional idea in ourselves, individually and 
personally. We, or rather the State Board 
of Accountancy, must act for us. W hat is 
needed more than anything else is a wide­
awake Board that will administer the law.” 
Uniformly from those states in which the 
waiver was reopened the most common 
complaint mentioned was expressed by one 
who said : “O ur only trouble has been too 
many waivers.”
Another said : “There should be more 
reciprocity between the states, allowing 
C. P. A ’s of one State to do assignments 
in another State without having to go 
through so much red tape.”
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Another explained the unfortunate fea­
tures of the situation by saying: “In many 
states, especially in the rural sections, too 
many public accountants are bootlegging 
accountancy while holding onto a regular 
salary, most of them in banks.”
In closing the quotations recognition is 
made of one who said: “W e have another 
type of racket growing out of the public 
accountant act. A bookkeeper wishes to 
become a public accountant. He finds by 
solicitation a few part-time bookkeeping 
jobs. A fter making some progress, he 
opens an office. It is discovered that he is 
practicing, or at least attempting to. Instead 
of prosecuting him he is told that he must 
either secure a license, which he can only do 
by taking a C. P. A. examination, or he 
must get some one to sponsor him. U nfor­
tunately there are too many C. P. A ’s who 
are willing to allow incompetent and un­
trained men to practice under their local 
protection for a small percentage of the 
fees collected. I know of cases where it has 
been done. In reality he merely rents his
T h e  N e w  Y o r k
by H e r m a n  H e r w o o d ,
FROM time immemorial, in all forms of civilization, speculation in commodities 
or moneys has played a prominent part in 
the life of the people. Homer, in the seventh 
book of the Iliad, relates how the fleet a r­
riving from Lemnos Isle after the combat 
between Hector and Ajax, discharged car­
goes of wine which were sold to the hosts 
of warriors in exchange for brass, iron, 
hides, cattle and slaves.
Competition made necessary the creation 
of markets. In mediaeval England, fairs 
were frequently held, with the churchyard 
as a gathering place, until this was pro­
hibited by a law of 1285. The fairs were 
later held beyond the limits of a town, in 
an open field or on a smooth hillside. At 
the opening of the fair, those who expected 
to sell were arranged in long rows or groups. 
A fter the opening had been proclaimed, no 
merchant of the nearby town could buy or 
sell except within the borders of the fair. 
The administration of the fair was in the
name to the racketeer for a small percent 
of the fee. This racket is more or less gen­
eral in small cities.”
A study of the statistical features of the 
reports in the light of the comments that 
have been quoted, shows that the holders 
of C. P. A. certificates in the regulatory 
states where the waiver difficulties were not 
introduced, are strong supporters of that 
type of legislation, although they recognize 
that as yet a perfect law has not been de­
vised, perfect administration has not been 
achieved and the profession is not as yet 
100% agreed on professional standards.
Those who are practicing in states where 
waivers were reopened with the passage of 
the regulatory law have placed more blame 
on that one feature than on all others for 
the difficulties in which the profession has 
found itself. The criticisms from that group 
of states are much more numerous and seri­
ous than from the first group. Those prac­
ticing in the third group, wherein special 
features were introduced, are still more 
critical of the conditions as they find them.
C u r b  E x c h a n g e
C.P.A., New York City
hands of the merchants, supported by the 
town authorities.
Outdoor markets for commodities were 
the forerunners of similar exchanges for 
securities. In fact, for almost a century 
before its official organization in 1773, the 
stock market of London was on the side­
walks of Change Alley. Macaulay, Smol­
lett and other English historians record 
that dealings were conducted on the street 
during all hours of the day.
Speculation in France, about the same 
time, was also conducted in the open air. 
I t was found necessary to close the en­
trances to Quincompoix Street, where the 
Paris brokers had their headquarters, in 
order to put a stop to the feverish tumult 
arising from desperate speculation. The 
stock exchanges of Amsterdam, Berlin, 
Brussels, Milan, Vienna and Zurich all trace 
their origin to outdoor locations. The se­
curity markets of our country were no ex­
ception. Following the Revolutionary W ar,
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American traders gathered daily under an 
old buttonwood tree, which stood in front 
of what is now 68 Wall Street.
In the evolutionary development of the 
dominant stock exchange of the United 
States, there was always a substantial num­
ber of brokers who did not participate. 
Even after the merger in 1869 of the “Open 
Board of Stock Brokers” and the Stock 
Exchange, there were brokers who con­
tinued open-air trading.
The direct predecessor of the present 
New York Curb Exchange was known as 
the “Curb M arket” and derived its name 
from the fact that trading was held on the 
curb of the sidewalk. It had its meeting 
place at one time in Wall Street, near H an­
over Street. During the Civil W ar, it was 
located in William Street, between E x­
change Place and Beaver Street. Between 
1869 and 1881 the open market assumed 
larger proportions. From then on, trading 
was conducted in different localities, until 
finally the “Curb M arket” took its stand at 
44 Broad Street. In 1908, a number of 
progressive Curb brokers formed the New 
York Curb Agency.
Following this organization, the New 
York Curb Association was formed in 1911. 
A listing department was then established, 
and stocks of legitimate companies were 
admitted to trading privileges. The mem­
bers of the Curb transacted business in good 
and bad weather in the open street. Charles 
T. Murphy, late Director of Publicity of 
the New York Curb Exchange, in describ­
ing trading in the open air, painted this vivid 
p icture:
“A great hubbub arose in the street. A 
crowd of men extended from sidewalk to 
sidewalk, excited, shouting, gesticulating, 
engaged in making mysterious passes with 
their hands. Many wore strange headgear 
bright green felt hats, brillant red caps, 
white duck hats, caps of alluring plaid.
“The windows of surrounding buildings 
were filled with men, some sitting astride 
the window sills, telephone receivers over 
their ears with an imposing array of trans­
mitters in front of them. They, too, were 
engaged in the same weird business of 
shouting and making signs with their fin­
gers.
“A man in the crowd on the street would 
step aside for a moment to signal to another
at a window, and the man at the window 
would signal back. To the eye and ear of 
the stranger, fascinated by the spectacle, the 
cries, the clamor and the incessant agitation 
of the hands might have suggested the 
unique combination of a Tower of Babel 
and a deaf and dumb asylum.”
In 1915 the Association discussed the 
advisability of establishing indoor quarters. 
It was not until 1919, however, that it was 
finally decided to house the market. When 
the market entered its indoor quarters in 
1921, trading in stocks and bonds in the 
open air in the financial districts ceased to 
exist. This was the first time since its incep­
tion in Colonial Days that such a complete 
shift in outdoor security trading had taken 
place. W ith the departure of the brokers 
the oId site in the middle of Broad Street 
lost a very great deal of the hustle and bustle 
which had previously characterized it.
When the market opened its indoor quar­
ters in 1921, the country was enveloped in 
gloom. Severe unemployment, falling com­
modity prices, depressed foreign trade, and 
many business failures caused industry to 
become stagnant. In 1922 there was a steady 
recovery in business, which lasted with the 
possible exception of minor recessions to 
the latter part of 1929. I t  was one of the 
longest periods of practically uninterrupted 
prosperity that the United States has 
known.
The management of the New York Curb 
Exchange is vested in the Board of Gov­
ernors consisting of thirty-six members, 
and the committees working under their 
direction. One of the most important com­
mittees is that on membership. The election 
of members is restricted to those possessing 
sound character as well as other essential 
qualifications. There are two classes of 
membership, regular and associate. Every 
applicant for regular membership must be 
at least twenty-one years of age and a citi­
zen of the United States.
When trading was conducted in the open 
air, there were 500 members. At the present 
time the regular membership is limited to 
550 members. In addition there are 388 
associate members consisting of members 
of the New York Stock Exchange firms, 
as well as members of the security exchange 
of Europe. The Governors of the New
1936 THE CERTIFIED PUBLIC ACCOUNTANT 533
York Curb Exchange in permitting foreign 
members and brokers to membership took 
this action in order to facilitate trading of 
foreign investors in American securities. 
The rise in the price of Curb seats from 
$3,750.00 in 1921 to $254,000.00 in 1929 is 
eloquent testimony of the rapid strides 
made.
The supervision of the business methods 
of the members is left in the hands of the 
Committee on Business Conduct. Section 1 
of Chapter XV of the Constitution of the 
New York Curb Exchange provides as 
follows:
“A member of the Exchange who carries, 
either individually or through his firm, mar­
gin accounts for customers, or who, indi­
vidually or through his firm, is a Clearing 
Member of the New York Curb Exchange 
Securities Clearing Corporation, shall fu r­
nish to the Committee on Business Con­
duct, upon its request, which request to 
members not making similar statements to 
other Exchanges shall be made not less than 
twice in each period of twelve months, a 
statement of his financial condition, or of 
that of his firm, in the form of answers to 
questionnaires or otherwise as may be pre­
scribed by said Committee. In connection 
therewith a complete audit of his or its ac­
counts and assets, including securities held 
for safe-keeping prepared as said Committee 
may direct, shall be made. Said member or 
his firm shall certify to said Committee the 
fact of such audit, and whether or not an­
swers to questionnaires and/or statements 
of condition are in accordance with said 
audit and are substantiated thereby. State­
ments of a member, not a partner in a firm, 
shall be signed by h im ; statements by a 
firm shall be signed by each partner, unless 
for good cause shown the signature of one 
or more partners shall be waived by the 
Committee on Business Conduct. Such 
statements shall in all cases be attested by 
auditors, and the original report of the 
audit, signed by the auditors, shall be re­
tained as part of the books and records of 
the member or firm.”
There are two major classes of securities 
traded in on the New York Curb Exchange, 
namely, “ fully listed” securities, which are 
admitted upon the application of the com­
panies issuing same, and “unlisted” secur­
ities, which are admitted upon the applica­
tion of a regular member of the Exchange, 
himself a stockholder of the company in 
question.
The Exchange maintains an adequate list­
ing department. This department has a staff 
of employees whose duty it is, among other 
things, to assist the committee on listing 
and the sub-committees thereof in the ex­
amination of applications for admission of 
securities to “ full” or formal listing and to 
“unlisted” trading. The department also 
has the assistance of a firm of certified 
public accountants.
The New York Curb Exchange does not 
deal in any securities listed on the New York 
Stock Exchange. Among the shares of large 
American corporations dealt in on the New 
York Curb Exchange a re : Aluminum Com­
pany of America, American Cyanamid 
Company, American Superpower Corpora­
tion, Cities Service Company, Consolidated 
Gas, Electric Light and Power Company of 
Baltimore, Duke Power Company, Elec­
tric Bond and Share Company, Gulf Oil of 
Pennsylvania, Humble Oil and Refining 
Company, Newmount Mining Corporation, 
Niagara Hudson Power Corporation, P itts­
burgh Plate Glass Company, Singer Manu­
facturing Company, Standard Oil Company 
(of Kentucky), Standard Oil Company (of 
Nebraska), Standard Oil Company (of 
Ohio), Technicolor, Inc., and United Gas 
Corporation.
Forty-nine stock issues of 38 foreign 
companies are admitted to trading on the 
New York Curb Exchange. There are 67 
foreign bond issues admitted, the majority 
of which consist of foreign states, munici­
palities, and sub-divisions. However, there 
are some bonds of private companies of 
foreign origin admitted. The number of 
foreign states, municipalities and companies 
whose bonds are traded in total 50.
Some of the foreign companies dealt in 
are: Associated Electrical Industries, Ltd., 
British-American Tobacco Co., Ltd., B rit­
ish-American Oil Co., Ltd., Cable and 
Wireless (Holding) Ltd., Carreras, Ltd., 
Courtaulds, Ltd., Distillers, Ltd., Dunlop 
Rubber Co., Ltd., Ford Motor Company, 
Ltd., General Electric Company, Ltd., Im ­
perial Chemical Industries, Ltd., Imperial 
Tobacco Company (of Great Britain and 
Ireland), Marconi International Marine 
Communication Company, United Molasses
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Co., Ltd., Woolworth (F . W .) and Co., 
Ltd., and Spanish and General Corporation, 
Ltd.
Stock trading is greatly expedited by 
ticker service quotations. The introduction 
of the bond ticker was a very constructive 
move. Accuracy and speed are the keynote 
of the service provided, and the utmost care 
is constantly exercised in reporting quota­
tions. Trades may be made openly only at 
the place fixed for trading and are sent 
over the ticker by an Exchange employee 
only. The ticker service is supplemented 
by other necessary agencies, such as the tele­
phone, cable, and radio. Financial news 
tickers and bulletins add to the distribution 
facilities, and the newspapers play a very 
important part in furnishing daily stock 
market information to the public.
The widespread publicity given by the 
press to financial news and prices through­
out the country and Canada is, of course,
the greatest aid to the investor. The press 
of Europe, that is the principal newspapers 
in the British Isles, France, Germany, Italy, 
Holland and Belgium, print daily accounts 
of the trend of prices on the New York 
Curb Exchange and also publish a list of 
quotations.
A progressive step in the development of 
the New York Curb Exchange was the 
organization of the New York Curb E x­
change Securities Clearing Corporation. 
Clearing funds of members are deposited in 
banks and trust companies in the vicinity 
of the Exchange.
On September 14, 1931, the new four­
teen-story edifice, equipped with the best 
mechanical machinery, was officially opened. 
Beginning humbly, the New York Curb 
Exchange has become an integral part of 
the economic and financial life of the United 
States.
W e e  B i t s  o n  A c c o u n t a n c y
R e g u l a r l y  C o n t r ib u t e d  b y  L o u is  S. G o ld ber g , C.P.A., Sioux City, Iowa
The Will to Achieve
T H E  will to achieve professionally is one of the choice fruits of attendance 
at a convention of the members of any of 
the great professions.
There are gathered a multitude of men 
of your own calling, men who are dedicat­
ing their lives to the same service in which 
you have enlisted. You meet them all: the 
young entrant who is treading his first timid 
steps in the pathways of service, eager, ex­
pectant, filled with enthusiasms, looking to 
you for guidance, leading your mind back 
over the roadway you have com e; then the 
man of your own age, facing problems sub­
stantially identical with yours, ready to 
compare notes, and equally ready to break 
a lance with you in lively competition and 
friendly disagreement on conflicting con­
cepts ; and, finally, the older men, deans of 
the profession, old but not weary in service,
themselves retaining youth and vigor of 
mind and spirit by these very contacts, 
passing on to you as do you to the younger 
the ripened fruits of their thought and 
experience.
In a word, you sense the professional at­
mosphere. That is a certain something that 
you feel, rather than formulate in formal 
thought. To seek to analyze or describe it 
is, in a way, to detract. There is the frater­
nal air of men devoted to a common cause, 
serving the same public interests, achieving 
the same tr iumphs, baffled for the moment 
by the same problems, conscious of their 
strength and their limitations, seeking the 
same light. There is the mellow thought of 
trained minds, the ready understanding of 
men who talk the same tongue, the sympa­
( Continued on page 549)
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H a r v a r d  T e r c e n t e n a r y
Business Evils and the Remedies*
by W il l ia m  L. C l a y t o n , Houston, Texas
REC EN T world social and political trends arouse much speculation re­
garding the future of capitalism.
Even in this country one is often met 
with the statement that capitalism is on 
trial, or that capitalism has broken down.
European happenings, of course, are 
common knowledge.
But it may be seriously doubted if many 
of the persons who discuss the subject 
have thought very deeply concerning the 
elementary principles of capitalism. Even 
if the restatement of these principles 
should appear trite, it seems necessary to 
direct attention to some of them.
Capitalism in its broadest aspects is 
merely an economic instrument for salvag­
ing from present enjoyment a part of the 
fruits of production for use in promoting 
human progress.
No modern nation can function without 
some form of capitalism.
All cultural and religious institutions, 
every means of transportation, communi­
cation and production are the product of 
capitalism.
Objection is often made that the profits 
which a capitalistic society takes from pro­
duction lower correspondingly the stand­
ard of living of the workers.
Had man literally followed the slogan 
of this philosophy, “production for use,” 
which is the antithesis of capitalism, he 
would still be living in caves, eating the 
uncooked flesh of the wild animals and 
using their skins for clothing.
Those who parade under this slogan 
may think they are loyal disciples of Lenin 
and Stalin, but they are mistaken.
Soviet “Relentlessly Capitalistic”
Russia is relentlessly capitalistic. The 
small group of overlords who direct the 
destinies of the Russian State see to it that
* Address given before the tercentenary meet­
ing of the Harvard Business School Alumni 
Association by Mr. Clayton of the world’s largest 
cotton-buying firm—Anderson, Clayton & Co.
a generous share of the production of Rus­
sian hands and of Russian machines goes 
into capital goods for such use as the 
masters of the Russian people may decree.
Indeed, it is probably true that Russia, 
under State capitalism, has diverted a 
larger share of her production to capital 
growth than has been possible in centuries 
of private capitalism.
If  economic systems were to be judged 
by the degree of abstinence and frugality 
which they compel, important as that is, 
there can be little question that the Russian 
system would take first place. Under that 
system, the masters of the people can and 
do determine how much of the fruits of 
production may be consumed and how 
much shall be used by the State for the 
purposes of capital. Resisters pay with 
their liberty or their life.
In countries of private capitalism, an­
nual additions to capital come wholly from 
private savings.
Carl Snyder of the New York Federal 
Reserve Bank, in an article entitled “Capi­
tal Supply and National Well-being” in the 
June American Economic Review, shows 
that the development of the United States 
from a group of straggling colonies, with­
out capital resources, into the world’s 
greatest industrial nation, with the highest 
real wages and the highest standard of liv­
ing of any of the larger countries, has been 
due to a steady annual supply of new capi­
tal coming very largely from industry it­
self and from the owners of industry. He 
further shows that there has been a con­
stantly increasing product per capita, due 
principally to increase and improvement in 
mechanical equipment, for which an ade­
quate supply of capital was indispensable; 
that constant industrial expansion has 
necessarily required a considerable body of 
workers chiefly employed in the construc­
tion of new plants, new machinery, the de­
velopment of new industries, new proc­
esses and the like.
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Capital-Goods Lines Lag  
It naturally follows that when there is 
depression and an arrest in the capital sup­
ply, there is unemployment, falling most 
heavily on workers in the capital-goods in­
dustries. Since the publication of Mr. 
Snyder’s paper, Federal Reserve statistics 
have been issued showing that, although 
industrial production in the United States 
is now running 108 per cent of the period 
1923-25, the sixth year of the present de­
pression in this country finds construction 
contracts running only 58 per cent of that 
period. Other authorities conservatively 
estimate unemployment in the United 
States in July, 1936, at 9,000,000 persons.
It may be reasonably questioned whether 
the United States can show any new capi­
tal accretion in the past six years. The 
supply of sterile gold is larger, but real 
wealth, as measured in goods, buildings 
and implements of production, transporta­
tion and communication, considering ob­
solescence and depreciation, is probably 
less.
It seems abundantly clear that full em­
ployment in this country depends upon an 
ample annual supply of new capital in­
vested in new buildings, new machinery, 
new plants, new processes, &c.
If, therefore, it be true that the cultural 
and material progress of society rests pri­
marily upon man’s willingness to submit to 
some method of lessening present enjoy­
ment in order to provide the means of such 
progress, it remains only to determine 
what form of capitalism is best suited to 
this purpose.
The Tw o Extrem es Today  
Two forms which our own times make 
familiar and which are separated by the 
widest extreme of technique, are State 
capitalism as practiced in Russia and pri­
vate capitalism as practiced, notably, in the 
United States and Great Britain. Between 
these two extremes are to be found sundry 
capitalistic systems, most of them embody­
ing some of the characteristics both of 
State and of private capitalism.
The principles underlying Russian state 
capitalism are well known. In the begin­
ning private business of all kinds were 
prohibited and the workers were paid in 
food, clothing and shelter instead of
money. Today workers are paid in money 
and much of the retail distribution of 
goods is in private hands. The ownership 
and exploitation of all minerals, the owner­
ship and operation of all means of trans­
portation and practically of all manufac­
turing are in the hands of giant trusts 
owned and operated by the State. W ith 
all competition eliminated, it is a simple 
matter to so adjust prices as to insure 
large profits for use in the augmentation 
of productive facilities and for other capi­
tal purposes.
Under private capitalism, as has been 
shown, the necessary additions to capital 
are derived largely in the same way as un­
der State capitalism, from the profits of 
industry. The difference is that under pri­
vate capitalism such profits belong to and 
are reinvested by individuals and the cor­
porations which they own.
The important part to bear in mind is 
that in both cases the profit system sup­
plies the means of compelling a degree of 
abstinence and frugality without which 
there would be no such thing as capitalism 
and consequently no such thing as prog­
ress.
Spending Under Capitalism
Under private capitalism the profits 
available for reinvestment are necessarily 
diminished to the extent of the personal 
expenditures of the capitalist. This, and 
not the profit itself, is the toll which so­
ciety pays for administration of its pro­
ductive and capital-gathering agencies. 
While in the aggregate this toll is perhaps 
not disproportionate to the service ren­
dered, nevertheless, it is unfortunately true 
that in many individual cases it is exorbi­
tant. The wasteful, vanity-inspired ex­
penditures of some rich people constitute a 
grave indictment of our system of private 
capitalism. A reasonable relationship be­
tween personal expenditures and large in­
come is proper; nevertheless, there is a 
limit beyond which luxurious gratification 
merely becomes vulgar and willful waste, 
influencing the cost of living and exciting 
envy and resentment.
Under pure State capitalism there is no 
competition, and political and economic 
management proceed from a central brain. 
Obviously, the foundations of such a sys­
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tem must rest on the complete surrender 
of individual liberty.
Under private capitalism there is decen­
tralization of decisions and keen competi­
tion in every department of life, the theory 
being that the competitive process fits men 
and capital into those places where they 
serve best. In practice, the system by no 
means operates perfectly, but unless too 
much interfered with, its failures are 
usually self-regulated before they have 
gone too far. Under private capitalism, 
commerce has a way of automatically 
purging itself of its own ills, if not too 
much bound and fettered by man’s at­
tempt to outwit natural laws.
Liberty of person, of speech and of 
press are possible only under a system of 
private capitalism. Swings to  the left may 
be steps away from liberty. When statu­
tory equality comes through one door 
liberty goes out another. As some one has 
said: “Equality and liberty can never be 
companions, for liberty accelerates d if­
ferentiation.” History abounds in examples 
of the complete obliteration of the shadowy 
line which separates political liberalism 
from political despotism.
Centralization Inefficient
In a material sense, State capitalism can 
never match private capitalism because of 
the inefficiency inherent in the centraliza­
tion of power and decision.
It has been well said that nature failed 
to endow any man or group of men with 
sufficient wisdom to manage the economy 
of a large nation as well as it can be man­
aged by the individuals themselves, and 
even if she had done so, the system would 
not breed their successors.
State capitalism smothers individualism, 
without which there can be no spiritual 
and little cultural progress. On this point 
Mr. John Maynard Keynes, the English 
economist, says: “But, above all, individ­
ualism, if it can be purged of its defects 
and abuses, is the best safeguard of per­
sonal liberty, in the sense that, compared 
with any other system, it greatly widens 
the field for the exercise of personal 
choice. It is also the best safeguard of the 
variety of life, which emerges precisely 
from this extended field of personal 
choice, and the loss of which is the great­
est of all losses of the homogeneous or 
totalitarian State. For this variety pre­
serves the traditions which embody the 
most secure and successful choices of 
former generations; it colors the present 
with the diversification of its fancy; and 
being the handmaid of experiment as well 
as of tradition and of fancy, it is the most 
powerful instrument to better the future.”
But it is not sufficient for the preserva­
tion of private capitalism that it be merely 
the best system. Every nation has the 
right to select the economic system under 
which it will live. Because of ignorance, 
or abuse, or both, the best system may not 
be the one in which the majority of a peo­
ple believe, and may have to give way to 
something else.
Throughout the world private capitalism 
is today undoubtedly on the defensive.
The Causes of This Trend
Looking for the causes of this develop­
ment we shall probably find one of the 
prime reasons to be deep resentment of the 
swollen profits arising out of the war. 
Even had the recipients of such profits 
conserved and wisely invested them, ab­
staining from an undue amount of per­
sonal consumption, which, unfortunately, 
was not generally the case, society should 
and doubtless will take measures to pre­
vent profit from war. Capitalists will be 
wise to recognize and assist this movement. 
The next step should logically be a realistic 
study of the underlying causes of war and 
the prevention of war.
The present world depression and un­
employment are popularly laid at the door 
of private capitalism. This could provoke 
endless discussion. If any two words in 
the English language tell the major cause 
of the depression they probably are credit 
abuse. Its handmaiden, unbridled specula­
tion, follows closely as a m atter of course. 
Statutory measures have been taken cal­
culated to prevent a recurrence of the 
latter, but if one wishes to avoid a shock it 
is not well to look too closely into credit 
trends during the depression. It is within 
the power of the State to regulate both 
credit and speculation.
It seems unquestionably indicated that a 
highly industrialized society, used to amor­
tization of machinery and plant, must now
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make provision for human obsolesences 
and for recurring periods of unemploy­
ment. It does not seem too much to hope 
that when this responsibility has been 
placed jointly upon capital and labor some 
means will be found of lessening the fre­
quency and shortening the duration of pe­
riods of unemployment.
It is said that the wastes of competition 
condemn the system of private capitalism.
Where the individual enjoys complete 
or almost complete liberty of choice, there 
will always be some obvious material 
waste. W here there is no liberty of choice 
there is little obvious waste, but the mate­
rial and spiritual waste hidden in the 
centralization of power and decision is 
infinitely greater. If man’s courage is to 
continue upward he must retain his liberty 
of choice and its consequent burden of re­
sponsibility. To surrender these to an 
overlord is to halt human progress.
Pressure Groups Numerous
It is said that the power of large capital 
is used improperly to influence govern­
ment. Too often this has been true. Tariff 
lobbies have written our tariff laws. 
Human nature remaining unchanged, they 
will probably continue to do so until the 
tariff is taken out of politics. W hen that 
is done, the way to peace, the world’s most 
pressing problem, should appear less diffi­
cult. Meantime, let not our condemnation 
of business lobbies blind our eyes to the 
presence of numerous other minority pres­
sure groups just as demoralizing and 
dangerous.
It is charged that the power of large 
capital is used to crush competition and to 
exploit labor and the consumer.
Unfortunately, at a former time, this 
charge had some basis, but if applied to 
the past quarter-century, little substance 
can be found in it. Today the larger the 
corporation, the more pitilessly does the 
search-light of public opinion play upon it. 
There was a time when managers of large 
enterprises thought almost exclusively of 
the interests of stockholders, but the mod­
ern business administrator has a keen sense 
of responsibility toward competitors, labor 
and the public.
The possibilities of further improving 
the relations between capital and labor by
stock ownership, profit-sharing, decentral­
ization of plant, closer contact, &c., are 
certain to be further explored by enlight­
ened capital.
Agreements between competitors to cur­
tail production or to fix prices, with or 
without government sanction, are to be 
condemned on economic grounds. W hat 
the world needs is more production at 
lower prices, bringing ever higher stand­
ards of living. Faulty distribution, due to 
clogged trade channels, arising from gov­
ernment tinkering throughout the world, 
and not overproduction, is the thing that 
plagues us.
The Trend in Our Taxation
The private ownership of property is a 
permissive, not an inherent right. The 
right to bequeath property at death is of 
the same nature, but hangs by a more 
slender thread.
Both rights have been greatly abridged 
in the past few years.
If Congress should pass a valid law tax ­
ing all incomes and inheritances, above 
nominal amounts, at a rate of 100 per cent, 
the right of private property would be sub­
stantially at an end in this country. State 
capitalism would then take the place of 
private capitalism and the State would 
henceforth be under the compulsion of 
providing the indispensable supplies of 
new capital, without which progress would 
cease and the nation would surely drift 
backward. It is well to recognize that we 
have already gone some distance on this 
road. There is no intent here to do more 
than call attention to the implications in­
volved in this method of taxation.
The income tax is a fruitful and po­
litically popular source of revenue, but its 
effect is to diminish the supply of new 
capital. I t could probably be so constituted 
as to penalize waste and encourage capital 
accumulation and investment by an upward 
gradation of rates related to a scale of the 
taxpayers’ personal expenditures beyond a 
certain level. If  a man with an income of 
$1,000,000 can be induced by preferential 
tax rates to hold his personal expenditures 
below $100,000, society benefits from the 
reinvestment of the remaining $900,000. 
There is no danger that capital will accu­
mulate too rapidly. Additions to capital
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provide new and improved means of pro­
duction, reducing costs and raising the 
standards of living. A rich man’s income, 
usefully reinvested year by year, consti­
tutes not a charge on society but a service 
to it. The nominal owner is in fact only a 
managing trustee. His continuance as ad­
ministrator of the trust depends upon the 
quality of his services. The system auto­
matically eliminates the great majority of 
unworthy or incompetent trustees.
Estate and inheritance taxes as now 
treated also draw heavily on capital sup­
ply. This can and should be corrected by 
excluding all such taxes from normal gov­
ernment revenues and using same only for 
retirement of the public debt.
Ignorance lies at the bottom of most of 
the attacks on the American economic sys­
tem. Two things are essential to its preser­
vation: The great majority of the Ameri­
can people must be made to understand 
the system and its abuses must be recog­
nized and substantially corrected.
T his accomplished, there is no doubt 
that our capitalism of the future will be 
of a nature to preserve and develop fu r­
ther that individual initiative, courage and 
instinct for cultural and material progress 
which have made our country great.
Debt of Industry to the 
Universities
S IX industrial leaders sent a joint letter to President Conant of Harvard call­
ing public attention to the indebtedness of 
American industry to the universities.
The signers are W alter S. Gifford, pres­
ident of the American Telephone and 
Telegraph Company; Alfred P. Sloan, 
Jr., president of the General Motors Cor­
poration; Thomas G. Watson, president of 
the International Business Machines Cor­
poration; Pierre S. du Pont, chairman of 
the board of E. I. du Pont de Nemours & 
Co.; Owen D. Young, chairman of the 
board of the General Electric Company, 
and W alter C. Teagle, president of the 
Standard Oil Company of New Jersey.
The letter reads:
“The coming 300th anniversary of the 
founding of H arvard College is an appro­
priate occasion for calling public attention 
to the indebtedness of American industry 
to the universities.
“In  the tercentenary about to be cele­
brated H arvard is commemorating not 
only its own birth but the founding of 
higher education in this country. For this 
reason it seems fitting that some of us who 
are engaged in industry should take this 
opportunity to send our greetings to H ar­
vard as the first of a now large family of 
centers of learning in this country and at 
the same time to acknowledge the vital im­
portance of university education to indus­
trial progress.
“The large and increasing number of 
university-trained men in industry and 
business gives ample evidence of the great 
influence that university education has had 
on industrial progress. In addition, a d if­
ferent sort of contribution has been made 
that in promise and initial achievement 
seems to be of almost revolutionary im­
portance.
“Scientific research is still young, even 
in the life of the universities, which are 
primarily responsible for its existence. 
Having caught the spirit of research from 
the universities, industries have applied its 
methods to their own affairs—in many 
cases with amazing results. The last 
quarter century has seen the number of in­
dustrial research laboratories in this coun­
try grow from a mere handful to more 
than 1,500 and the number is rapidly 
increasing.
“W ithout the evolution of research in 
the universities, these industrial labora­
tories might never have come into exist­
ence. Besides the very idea of research 
the universities have furnished industry 
with men possessing knowledge not only 
of the underlying scientific facts and 
theories but of the methods and techniques 
of research. From the universities also 
flows much of the basic knowledge of sci­
ence on which modern technical industry 
has built and will build in the future.
“It seems fitting at this time, therefore, 
that we who are engaged in the manage­
ment of industry, in recognition of our in­
debtedness to the group of institutions 
which you represent, should send to you 
as president of H arvard University our 
greetings and our congratulations.
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“In doing so we hope to stress what may 
not have been widely enough recognized— 
that our industrial progress, and hence 
much of our national well-being, has many 
of its roots in, and derives much of its 
nourishment from, the institutions of 
which yours is the senior representative.”
Vision and Foresight
Dean Wallace B. Donham, speaking at 
the dinner of the Harvard Graduate 
School of Business Administration, said:
“The recent depression has taught us 
that neither business nor political leaders 
had the breadth of vision and foresight 
necessary to make the administrative deci­
sions required in our complex social and 
economic system.
“We have been witnessing a collapse in 
the social effectiveness of administration, 
both private and public.
“The individual business and political 
leaders are not less able than former lead­
ers were, but the rapid social and economic 
changes in the past few decades have cre­
ated vast and complicated problems which 
could not be dealt with by simple methods.
“There is a greater need today than ever 
before for capable men who have been 
trained in administration and who can ac­
cept responsibility and make socially sound 
decisions involving definite and concrete 
action.
“Since our life is a mixture of the so­
cial sciences and the physical sciences, the 
capable administrator must coordinate 
these factors when he makes decisions 
which require action affecting the life of 
many people.
“For this reason the responsibility of 
schools of administration to society is 
heavy. These schools must train adminis­
trators who think in terms of the relation­
ship between men and social groups, be­
tween industry and the community, and 
between industry and government.
“This requires a diversified faculty com­
bining many points of view. O ur faculty 
includes men trained in economics, in an­
thropology, in law ; in business itself, both 
outside and inside the university; in engi­
neering, in transportation, in psychology, 
in physiology, in government and in busi­
ness history. W e are at the early begin­
nings of our work in this direction, but we 
are well organized for the purpose and 
making real progress.”
Unilateral Contract Bankruptcy 
Form
W alter M. Finlay, C.P.A., of Charlotte, 
N. C., has sent us the following unilateral 
contract in the form of a letter which, when 
modified to the requirements of the engage­
ment, will insure full payment for services 
in connection with bankrupt estates; other­
wise only a dividend will be paid if the funds 
in the estate are low :
John Doe, C.P.A.
Dear S ir:
By authority of sections 39, 47 and 62-a, 
of the bankruptcy laws of the United States, 
you are hereby engaged to audit the records 
of account o f :
as of the date of filing of petition in bank­
ruptcy, and report thereon your findings 
to the undersigned Referee and Trustee.
It is requested that the audit be started
on or a b o u t ................... and the execution
thereof made as expeditiously as is com­
patible with the best interest of the parties 
in interest.
Payment will be made by authority of 
sections 62-a, 64-b (1) and 64-b (3) of the 
bankruptcy laws of the United States for
services rendered at the rate of ...............
per diem, and for traveling and subsistence 
expenses during the execution of this 
engagement while away from the city of
Referee.
Trustee.
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R e s u m e  o f  t h e  W i s c o n s i n  
S e c u r i t i e s  A c t *
by Otto H ibma, Examiner, Securities Division Public Service Commission
of Wisconsin
TH E  sales of securities in Wisconsin have been regulated since 1919 when 
the first so-called blue sky law was passed 
by the Wisconsin legislature. The statute 
provided that such regulation was to be per­
formed by the Railroad Commission of W is­
consin, which is now known as the Public 
Service Commission of Wisconsin. Since 
the first enactment a number of changes 
were made in the law and finally in 1933 the 
then existing statute was repealed and in its 
stead the law of 1933 proclaimed.
This regulation is brought about by the 
registration of the securities falling within 
the act, and the licensing of persons who 
act as dealers or as agents in the sales 
thereof.
Notice that the law is one of regulation. 
I t  is not intended that the Commission en­
dorse the security or approve it, nor that 
there be an opinion as to the safety of the 
securities or that the investment will bring 
any returns to the investor. The purchaser 
assumes all the risk and the statute is in­
tended to prevent fraud in the sales of the 
securities.
The statute gives certain definitions of 
what shall be considered securities there­
under and we find therein the names of in­
struments which are commonly known, 
such as bonds, stocks, beneficial interests, 
mortgage certificates, collateral trust cer­
tificates, or other evidences of debt, etc. But 
we also find listed therein certificates of in­
terest in a profit sharing agreement, evi­
dences of interest or lien upon any or all of 
the property or profits of an issuer. You 
see therefrom that the statute covers a large 
number of all kinds of instruments, and can 
be very widely construed. It is indeed diffi­
cult to devise instruments intended to have 
a wide distribution and the purpose of which
*A talk given before the members of Northern 
Branch of Wisconsin Society of Certified Public 
Accountants on September 12, 1936.
is to raise money for the financing of any 
project or undertaking which could not be 
considered as a security within the meaning 
of the statute. The name of the instrument 
or paper is really unimportant but if it is a 
device to finance a venture under which the 
buyer of the paper places his money with 
the expectation of the return thereof or of 
a profit, it has been held to be a security.
Sales of securities are also defined and 
when you study these definitions you will 
find that sales include every disposition, 
offer, negotiation, agreement or attempt to 
dispose of a security and every solicitation 
of a subscription or order and every ex­
change of a security for property. You will 
notice that one does not have to make a 
sale—in other words, there need not be an 
actual buyer—the negotiation or solicita­
tion is a sale, an advertisement is a sale. 
You cannot even give securities away, 
generally speaking, without these securities 
having been registered, unless they happen 
to be exempt securities, for the statute says 
that securities given or delivered with, or 
as a bonus on account of purchase of securi­
ties or of any other thing, such securities 
are conclusively presumed to constitute a 
part of the subject of such purchase and to 
have been sold for value.
And by the way, this is probably a good 
time to call your attention to the require­
ment of the Wisconsin corporation law to 
the effect that a corporation may not issue 
stock unless it has received its full value 
either in money, services, or property. Now 
just because some corporations create com­
mon or preferred stock without par value, 
many issuers seem to have an idea that such 
stock can be given away as a bonus with 
other stock. That is of course erroneous. 
The Attorney General of Wisconsin has 
held that a consideration must be paid.
Coming back to sales a minute, the statute 
specifically excludes, under certain condi­
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tions, agency transactions by licensed deal­
ers. In other words, a licensed dealer may 
execute an order for the purchase of a 
security under certain conditions and that 
is he must act as the agent for the pur­
chaser and may have no direct interest in 
the sale of the security ordered, may receive 
no commission except from the purchaser 
and he must deliver to the purchaser a 
written confirmation of the order which 
clearly itemizes his commission, or profit.
As I said before, regulation is also 
effected thru the licensing of persons who 
sell the securities. The statute provides for 
dealers’ and agents’ licenses. No person 
acting in the capacity of dealer or agent may 
deal in or sell securities without first hav­
ing obtained a license. A  dealer is defined 
to be a person or company who accepts 
orders for the purchase, or sells securities, 
for compensation, but who is not an agent 
for others. An agent is defined to be a per­
son who acts for another for compensation 
in the sale of securities. A  dealer’s license 
or an agent’s license is obtained by filing an 
application for such license. Generally the 
applicants are requested to appear in person 
and are interviewed and, if their business 
history, character and business experience 
are satisfactory, the license is issued. The 
fee for a dealer’s license is $25.00; that for 
an agent $3.00, plus the expense of examina­
tion and investigation. These licenses ex­
pire annually on December 31 and must 
therefore be renewed by payment of these 
fees.
I might here state that the statute pro­
vides civil and criminal liability in respect 
to violations or noncompliance or mis­
representation. Any dealer, issuer, or other 
person by or on whose behalf a sale was 
made, or who has participated or aided in 
making the sale becomes liable to the pur­
chaser for the full amount paid plus interest 
from the date of payment. In addition they 
are subject to punishment by imprisonment 
in the State prison for not exceeding five 
years, or a county jail for one year or a 
fine not in excess of $5,000, or both. A 
company is subject to a fine not exceeding 
$10,000.
As to the civil liability, the purchaser must 
exercise his right by tender of the security 
to the issuer or person who made the sale
or who aided or participated therein within 
three months after he has knowledge of the 
sale in violation, non-compliance or under 
misrepresentations, or if an offer of restitu­
tion is made in writing by said persons he 
must accept it within thirty days from the 
date of such offer, or lose this right.
The statute repealed by the present statute 
classified securities into exempt securities, 
Class A securities, Class B securities and 
Class B speculative securities, and in addi­
tion provided for exempt transactions. The 
new law under which we are now operating 
has eliminated designations such as Class A 
and Class B securities. It provides for 
exempt securities, exempt sales, condition­
ally exempt securities, securities which 
must be registered but which may be sold 
prior to registration, and securities which 
may not be sold unless and until registered.
The exempt securities may be sold at any 
time by licensed dealers or the issuers. The 
main types of these are securities issued or 
guaranteed by the United States Govern­
ment or a foreign government, State, 
county, city, town, village, or district having 
power of taxation. Commercial paper ma­
turing in less than one year from date of 
issue, securities of domestic, religious, edu­
cational, benevolent, or charitable corpora­
tions, banks, or trust companies under con­
trol of the Banking Department of this 
State or of the Comptroller of Currency of 
the United States.
Note that, although these securities are 
exempt, the persons who are selling them 
must be licensed as dealers or agents, ex­
cept that United States government securi­
ties may be sold by unlicensed persons.
A few exempt sales we may mention: 
Sales by a domestic corporation of its own 
stock if, after all of the stock to be issued is 
sold, the number of holders does not exceed 
twenty-five, no commissions are paid, and 
the expense does not exceed 3% of the 
selling price; or the sales by a domestic cor­
poration of any of its own securities other 
than stock made to their own stockholders 
and if after the sales of such securities the 
number of holders of all of its securities 
does not exceed twenty-five, no commis­
sions are paid, and the expense does not 
exceed 3% of the selling price.
There are other exempt sales under cer­
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tain conditions such as sales of interests in 
a partnership, or a pool, or the sale of its 
memberships by a domestic corporation 
without capital stock, sales by or on behalf 
of vendor not an issuer, who is a bona fide 
owner and disposes of his own property, 
the sale of mortgage notes where the entire 
mortgage is transferred with the note, bonds 
secured by first mortgage on real estate 
where the issue is not more than $15,000 
and is not in excess of 50% of the value 
of land and buildings.
There are a number of others, which may 
be ascertained by referring to the statute. 
There is one item which I think I should 
also mention and that is the issue of 
securities by a company to its security 
holders or creditors in the process of a bona 
fide organization, or the issuance of securi­
ties by a company taking over substantially 
all of the assets and continuing the business 
of another company, to the security hold­
ers or creditors of the company taken over. 
This is in section 189.05, subsection (15). 
Because of the large number of reorganiza­
tions which have taken place, it occurs 
frequently. The thing to keep in mind when 
you are engaged in assisting in such re­
organizations, is that the Commission 
should have all details in respect thereto. 
The statute requires that these be filed not 
later than the date of the solicitation.
Securities which are conditionally exempt 
need no registration and consist of :
1. Evidences of debt of any corporation 
which owns a business which has been 
in continuous operation for not less than 
ten years and during the ten years there 
has been no default in payment of prin­
cipal and interest on any interest bear­
ing security of the corporation, or on 
securities guaranteed by it, or on any 
security of a company whose property 
or business has been or is now being ac­
quired by such corporation, providing 
the earnings available for interest of 
each of the last two years, after full and 
adequate provision for consumption of 
capital, taxes, and all other charges 
amount to at least three times the 
annual charges on such debt and all debt 
of equal and prior rank. The average 
per annum over four to eight years may 
be considered in lieu of each of the two 
years.
2. Evidence of debt of railroads or public 
utilities the issue of whose securities is 
regulated by some public service com­
mission if more than 50% of the total 
revenue was derived from the operation 
of the railroad’s or public utility’s prop­
erties.
Such conditionally exempt securities may 
be sold by any dealer after giving notice to 
the Commission of his intent to sell them 
under said section and by filing information 
enabling the Commission to ascertain the 
correctness of the claim that the securities 
are conditionally exempt. These notices are 
given on regular forms prescribed and 
furnished by the Commission to the deal­
ers. The filing of the information must be 
completed within fifteen days from the date 
of the notice and in case of failure and the 
commission has not been able within said 
fifteen days to determine that the securities 
may be sold under that section of the 
statutes, it must suspend the right to sell 
the security.
The next group consists of securities 
which must be registered but which upon 
notice may be sold prior to such registra­
tion. These a re :
1. Evidences of debt secured by mortgage 
on land and buildings if the mortgage 
is a first lien and the total amount of 
these evidences of debt does not exceed 
50% of the fair market value of land 
and buildings pledged.
2. Evidences of debt issued by the owner 
of a property, business or industry 
which has been in continuous operation 
for not less than two years and whose 
profits for each of the last two years, 
or average per year over four to eight 
years, plus interest on funded debt, was 
not less than 1½ times the interest on 
the evidences of debt to be issued and 
on all other debt of equal and prior rank 
thereto.
3. Preferred stock which requires the same 
ratio of earnings available for dividends 
as the evidences of debt for the interest.
4. Common stock which requires that the 
earnings applicable to such common 
stock are at least 8% on all common to 
be outstanding computed at the sales 
price.
544 THE CERTIFIED PUBLIC ACCOUNTANT Septem ber,
If  dealers desire to sell any of the securi­
ties falling within these groups, then a 
notice must be given as was required for 
conditionally exempt securities, the notice 
differing in this respect—that it contains an 
agreement that within thirty days the appli­
cation for registration will be filed by such 
dealer or by another dealer on his behalf.
The thirty-day period may, if necessary, 
be extended by the Commission which you 
will notice is different than for the securities 
which are conditionally exempt. In that 
case no extension can be granted. Presently 
most national issues are being sold prior to 
registration, a few as conditionally exempt. 
The requirements for conditionally exempt 
securities are very strict and it is sometimes 
cheaper for the dealer to register the 
securities than to try to qualify as condi­
tionally exempt. The reason is of course 
the long period of ten years and we all know 
that many changes have been made in such 
a length of time. It is frequently very diffi­
cult for holding companies to establish that 
there were no defaults in principal or in­
terest on obligations of subsidiaries ac­
quired during the ten years. Then again 
some subsidiaries may not have been in 
operation for ten years which would require 
the segregation of the earnings of those 
companies. W e frequently recommend 
when interviewed on issues of large hold­
ing companies that procedure be followed 
under the section which requires registra­
tion but allows the sale prior to such regis­
tration.
If  in your professional work you should 
be requested to determine whether an issue 
can qualify as one which may be sold prior 
to registration you would probably look up 
this section of the statutes which is 189.08 
(1) (b) and you may wonder just what this 
phrase “after adequate provision for con­
sumption of capital” should include. It 
merely means that depreciation, obso­
lescence, amortization of patents and de­
pletion must have been taken care of. The 
section referred to also mentions “after all 
other charges.” Well this means that all 
charges applicable to the year under observa­
tion must have been deducted and this of 
course means Federal and State income 
taxes payable on the income of that year. If 
the records only reflect the actual payment
when made, such payment pertains to taxes 
applicable to the previous year and the 
amount thereof should therefore be elimi­
nated and the amount payable on the year’s 
income shown at the bottom of the profit 
and loss statement.
I f  the security is of a corporation which 
holds voting stock of other corporations and 
such holding is 50% or more of such other 
corporations, then consolidated statements 
should be submitted, eliminating and show­
ing such elimination, of minority stock­
holders’ interest, and eliminating profits on 
intercompany transactions.
The statute makes special provisions for 
securities of fixed trusts. It will not dwell 
upon these provisions. If interested, you 
may refer to the statutes.
All securities which cannot meet the re­
quirements we have discussed must be 
registered before they are sold.
Securities which must be registered 
before sale require the use of subscription 
contracts; the others do not. The subscrip­
tion contract must be approved by the Com­
mission before use and the buyer must be 
given a duplicate of his contract with each 
purchase. The contract should give in­
formation about the business, its capitaliza­
tion, its history, and state the purpose for 
which the proceeds are to be used. It should 
also state the amount of the commissions 
and expenses incurred in connection with 
the sales of the security. Each contract 
becomes an individual contract therefor and 
it contains the representations which are 
made to the purchaser.
In the sales of the securities which must 
be registered before sale the commission re­
quires the use of a prospectus, a copy of 
which must also be given to the purchaser 
with each sale. This prospectus must also 
be approved before use. Any other adver­
tising used must first be submitted and a 
certificate allowing the use thereof be ob­
tained.
There is one more type of security which 
I will briefly mention and that is an issue 
of construction bonds. The statute makes 
special requirements for registration there­
of and that is, that it must be established 
that there will be no liens or encumbrances 
which are prior to the mortgage securing 
the bonds, a completion bond assuring the
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completion of the building to be erected 
must have been given and ample provision 
must have been made for the financing of 
the completion. There must also have been 
provision for the investment of the junior 
funds before the proceeds are used.
The procedure for obtaining registration 
is relatively simple. An application is filed 
which is accompanied by the exhibits as 
required in the application blanks, the fee 
and a deposit for examination expenses. 
The fee is computed on the authorized issue 
regardless of the amount to be sold, and is 
$10.00 plus 50c per $1,000. The maximum 
fee is $140.00 for each issue. The deposit 
for examination expenses should be $60.00. 
The statutes provide that expenses reason­
ably attributable to the examination be paid 
by the applicant. The deposit is for that 
purpose and if the expenses are less, a re­
fund is made; if more, then additional re­
mittance is asked for.
One should be careful and answer all 
questions in the application and furnish all 
exhibits required. Failure to do so causes 
loss of time and makes the examination 
more expensive. Sometimes a hearing is 
necessary, but not always. If  the examina­
tion then shows that the plan of business, 
plan of financing and the articles are not 
unlawful, inequitable, dishonest, fraudulent 
or contrary to public policy, the commis­
sions and expenses not unreasonable, and 
the security requested to bear a reasonable 
proportion to other classes of securities or 
property or no other objectionable features 
exist, the order is issued and the registrant 
can proceed with the sales.
Applications are generally prepared by 
attorneys; there is, however, no objection 
that the issuer or accountants prepare them. 
As a matter of fact, any one who cares to 
study the requirements can easily do the 
work but because of your special training 
it is a field which can easily be covered by 
accountants. Some of the exhibits, of 
course, can only be made by attorneys, but 
the details of preparing the application can 
be handled by accountants in a very profit­
able way.
The man who has not anything to boast 
of but his illustrious ancestors is like a 
potato—the only good belonging to him is 
underground.
—Sir Thomas Overbury.
CORPORATION INCOME A N D  U N D IS­
TRIBU TED  PRO FITS T A X  W H ER E NO  
D ISTRIBU TIO N  OF D IV ID E N D S  
IS M ADE
by S a m u e l  I. P o t t e r ,  C.P.A. Plainfield, N. J.
Effective for Year 1936 
Compared with 1935 Income Tax
N et N orm al
Income Tax Sur-tax Total 1935 Tax
$1,000.00 $80.00 $64.40 $144.40 $137.50
2,000.00 160.00 128.80 228.80 275.00
3,000.00 270.00 191.10 461.10 412.50
4,000.00 380.00 253.40 633.40 550.00
5,000.00 490.00 315.70 805.70 687.50
5,550.56 550.56 350.00 900.56 763.20
6,000.00 600.00 398.00 998.00 825.00
7,000.00 710.00 537.85 1247.85 962.50
8,000.00 820.00 686.00 1506.00 1100.00
9,000.00 930.00 864.00 1794.00 1237.50
10,000.00 1040.00 1042.00 2082.00 1375.00
12,000.00 1260.00 1416.50 2676.50 1650.00
14,000.00 1480.00 1817.00 3297.00 1925.00
16,000.00 1720.00 2213.00 3933.00 2200.00
18 000.00 1980.00 2604.50 4584.50 2475.00
20,000.00 2240.00 2996.00 5236.00 2750.00
22,000.00 2500.00 3387.50 5887.50 3025.00
24,000.00 2760.00 3779.00 6539.00 3300.00
26,000.00 3020.00 4170.50 7190.50 3575.00
28,000.00 3280.00 4562.00 7842.00 3850.00
30,000.00 3540.00 4953.50 8493.50 4125.00
35,000.00 4190.00 5932.25 10123.25 4812.50
40,000.00 4840.00 6911.00 11751.00 5500.00
45,000.00 5590.00 7867.25 13457.25 6187.50
50,000.00 6340.00 8823.50 15163.50 6875.00
57,458.82 7458.82 10250.00 17708.82 7900.59
O f any amount
in excess of
the last amount
15% 17.425% 32.425% 13¾%
N o te: The above calculations are effective 
w here:
1. No dividends are disbursed;
2. The corporation has received no dividend 
income from domestic corporations.
LA W D ! D A T’S B U SIN E SS
Ephraim—“I just got religion, Lije, and 
it sure makes me feel fine.”
Lije— “I ’spose you’all is gwine to lay 
side all sin ?”
Ephraim—“Yes, suh!”
Lije—“You’s gwine to church ebery 
Sunday, is you ?”
Ephraim—“Certainly!”
Lije—“A n’ you is gwine to care for de 
widdows ?”
Ephraim—“Yes, sur-ee!”
Lije—“An’ how about payin’ dem debts 
you owe ?”
Ephraim—“No, Lije. D at ain’t religion; 
dat’s business.”
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M a r g in s
by T. A. G r i f f i s , C .PA ., Omaha, Nebraska
T H E  importance of the margin does not decrease with the passing of the years, 
either from the accounting point of view, or 
from the standpoint of personal efficiency.
The figure at the end of a profit and loss 
statement is always the first to be examined. 
This figure is rarely static.
In the natural order of events, from one 
accounting period to another, there will be 
a progression or fluctuation in the succes­
sive margins. If  the progression tendency 
is downward, and continues, eventually the 
margin reaches zero, and further progres­
sion in the same direction results in “nega­
tive margin” which is in the same class as 
“negative good will,” i.e., the margin is non­
existent.
I f  the progression is upward, and con­
tinues, eventually the margin reaches the 
point of “super profits.” Upon reaching the 
theoretical point known as “super profits,” 
immediately the factors increased competi­
tion, extravagance in operations, and specu­
lation are liable to produce visible effects. 
When this occurs the progression starts 
downward. Rapidity of retrogression may 
be retarded by certain reforms, but in many 
cases management does not choose the prop­
er reforms, or does not adopt them quickly 
enough to overcome the tendency toward 
zero.
From the standpoint of personal effi­
ciency, the unchanging importance of the 
margin is indicated by the two following 
quotations written over fifteen years ap a rt: 
An editorial written over fifteen years ago 
in a daily newspaper:
“ W i n n i n g  o n  t h e  M a r g in
“An experienced observer has noticed 
that when Ty Cobb runs to first base he 
runs with his feet straight in front of 
him instead of turned out a little, as is 
natural. This man believes that this adds 
a fraction of an inch to Cobb’s stride and 
that he saves part of a step on the run to 
first. Cobb has trained himself to bat 
from either side of the plate, but normally 
he swings from the left because the dis­
tance from the batter’s box to first base is 
a little shorter from the left side of the
plate. On nineteen hits out of twenty 
these trifling gains make no difference, 
but in the twentieth Cobb stretches to a 
safe hit a rap that would have been an 
out for another man.
“In little things like these Cobb has 
used his head to supplement his natural 
ability. He has practiced faithfully to 
make his natural skill perfect. He isn’t 
overlooking the slightest thing to make 
his work more certain. He was naturally 
a good batter and a fast runner, but the 
margin between a good batter and the 
best batter is the result of his own train­
ing. It is these little things that make 
thirty-five consecutive games without 
missing a hit possible, instead of seven­
teen games and a miss and then seventeen 
more hitting games.
“In the game of life you are playing, 
are you using your head to take the short 
cuts that give you the margin over the 
fellow who is just as capable but a little 
careless? Are you running with your 
toes straight in front of you? Are you 
batting from either side of the plate?
“That is the way to the front rank. It 
gives Cobb a new automobile every au­
tumn. It may make the difference be­
tween the automobile and the street car 
for you.”
(Editorial in the Omaha Daily
N ew s, now the Omaha Bee-New s.
Date not known. Somewhere be­
tween fifteen and twenty years ago.)
An item in a recent publication:
“Look at the white margin around the 
edges of this page. That little strip around 
the four sides does not seem to be much, 
does it? But get a rule and measure it 
and you will find that in this small, nar­
row margin there is more than one-third 
of the total area of the page!
“Margins are mighty important all 
through our lives. That seemingly un­
important little strip around the edges of 
our efforts may make all the difference 
between success and failure. The boy or 
girl who has a hard time at school or at
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work often thinks he does not have time 
to get all those lessons or do his work 
well. There probably is a little margin of 
time slipping away unnoticed, five min­
utes at a time, just wasted.
“In  games, too, the player who tries 
just a tiny margin harder, who moves 
just a little quicker, runs just a little 
faster, and thinks just a little deeper usu­
ally is the winner. He may not seem to 
be a superior player in a great degree. He 
is a winner by a small margin only, but 
he is a w inner! And that difference that 
is hardly noticeable, if you could measure 
it, probably would prove to be, just as 
the margin of this page, more than a 
third of the winner’s entire ability.”
—B oy’s Comrade.
A  Depreciation Table Reducing Balance Method
The following contribution comes to us from P. W. Marsland, Chartered Accountant of Mel­
bourne, A ustralia:
All bookkeeping text-books set out at 
some length the various methods employed 
in writing off depreciation, and show com­
parisons between the amounts written off 
under different methods. Particular refer­
ence is usually made to these differences in 
respect of the fixed instalment and the re­
ducing balance methods, but seldom does 
the comparison extend beyond a period of 
more than three or four years.
One of the main advantages claimed for 
the reducing balance method in the case of 
machinery, is that in later years, when re­
pairs are heavier, depreciation charges are 
much less than in the machine’s early work­
ing life. In view of this, it would be thought 
that, to bring out that point, text-books 
would carry on the comparison of the two 
methods to these “later years” but this is 
not done.
To supply the deficiency, and so enable 
long-term comparisons to be made, this 
table has been prepared. It will be found 
useful in practice, when making decisions 
as to the rate to be used in various instances.
The table is for a period of twenty years, 
although with the higher rates, a termina­
tion has been made when the book value has 
been reduced to 5% of cost, which has been 
presumed to be the scrap value of the asset. 
The book value at any later date can be 
ascertained by means of a simple propor­
tion sum. Thus at 2½%  per annum, the 
book value at the end of 34 years will be 
the book value at the end of the 20th year 
(60.3% ) reduced to a 14th year book value 
(70.2% ) of itself, i. e . :
70.2
60.3 x  — — =  42.3% of original cost.
100
DEPRECIATION TABLE  
REDUCING BALANCE M ETHOD
BOOK VALUES AFTER W RITING OFF DEPR EC IA TIO N  TO END  OF YEARS SHOW N  
Rate
%
W /o  1st 2nd 3rd 4th 5th 6th 7th 8th 9th 10th 11th 12th 13th 14th 15th 16th 17th 18th 19th 20th
2½ 97.5 95.1 92.7 90.4 88.1 85.9 83.8 81.7 79.6 77.6 75.7 73.8 72.0 70.2 68.4 66.7 65.0 63.4 61.8 60.3
5 95.0 90.2 85.7 81.5 77.4 73.5 69.8 66.3 63.0 59.9 56.9 54.0 51.3 48.8 46.3 44.0 41.8 39.7 37.7 35.8
7½ 92.5 85.6 79.1 73.2 67.7 62.6 57.9 53.6 49.6 45.9 42.4 39.2 36.3 33.6 31.1 28.7 26.6 24.6 22.7 21.0
10 90.0 81.0 72.9 65.6 59.0 53.1 47.8 43.0 38.7 34.9 31.4 28.2 25.4 22.9 20.6 18.5 16.7 15.0 13.5 12.2
12½ 87.5 76.6 67.0 58.6 51.3 44.9 39.3 34.4 30.1 26.3 23.0 20.1 17.6 15.4 13.5 11.8 10.3 9.0 7.9 6.9
15 85.0 72.2 61.4 52.2 44.4 37.7 32.1 27.2 23.2 19.7 16.7 14.2 12.1 10.3 87  7.4 6.3 5.4 ..
20 80.0 64.0 51.2 41.0 32.8 26.2 21.0 16.8 13.4 10.7 8.6 6.9 5.5 ........................................................
25 75.0 56.2 42.2 31.6 23.7 17.8 13.3 10.0 7.5 5.6 .....................................................................................
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Q u e s t i o n s  and A n s w e r s  D e p a r t m e n t
E ditor, S t e p h e n  G il m a n , C.P.A., Educational Director 
International Accountants Society, Inc.
Solution to Problem 10 of November, 1935, Examination Service of The 
American Society of Certified Public Accountants, published on page 248 of the 
April, 1936, issue.
The solution of this problem consists mainly of calculations to determine the 
amount of capital stock outstanding, the amount of the paid-in surplus and the 
amount of the net loss for the year. These calculations may be made as memorandum 
calculations and attached to the solution.
One method of presentation which clearly supports the figures in the net worth 
section of the Balance Sheet is to show journal entries, with explanations, for the 
transactions affecting the net worth of the corporation.
This solution presents three journal entries which accomplish this purpose. It 
should be borne in mind, however, that these are not the journal entries that would 
be required to adjust the books of the John Smith Machine Corporation. Their only 
purpose is to support the figures shown in the net worth section of the Balance Sheet.
The journal entries follow:
(1) Capital Account (of proprietorship)..............................  $84,566.29
Reserve for Depreciation—Bldg.
($11,959.65—$569.51) .............................................  11,390.14
L a n d ................................................................................... $26,350.00
B uild ing ............................................................................  28,475.35
Capital S to c k ..................................................................  25,000.00
Paid-in S u rp lu s ..............................................................  16,131.08
Recording issuance of 250 shares (par $100) of capital 
stock in payment of certain net assets of the John 
Smith Machine Works.
(2) Capital S to c k ................... ..................................................  11,111.11
Paid-in Surplus (Premium  on Capital Stock repur­
chased) .................................. ........................................  8,888.89
Notes Payable ................................................................  20,000.00
Recording repurchase of 4 /9  (111 1/9 shares) of out­
standing capital stock.
(3) Sales ...................................................................................... 54,553.28
Inventory—W ork in Process (4 /3 0 /3 5 ) .....................  2,619.50
Profit and L oss....................................................................  1,145.71
M ateria l............................................................................  12,378.49
L a b o r .................................................................................  18,493.26
Factory E x p en se s .......................................................... 8,962.43
Depreciation of M achinery........................................... 5,396.47
General Expenses .......................................................... 10,253.15
Inventory—W ork in Process (4 /3 0 /3 4 ) .................  2,834.69
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Adjusting inventories and closing nominal accounts 
for the year ending April 30, 1935.
The items in these journal entries that affect the net worth are shown in the 
following T accounts:
Capital Stock
(2) ................... $11,111.11
Bal......................  13,888.89
$25,000.00 (1)
$25,000.00 $25,000.00
Paid-in
$13,888.89 Bal.
Surplus
(2) ................... $ 8,888.89
Bal ........... 7 242.19
$16,131.08 (1)
$16,131.08
$16,131.08
$ 7,242.19 Bal.
Profit and Loss 
(3) ...................  $ 1,145.71  
From these T  accounts (or from memorandum calculations) the net worth sec­
tion of the Balance Sheet may be prepared. This might appear as follows:
John Smith Machine Corporation 
N E T  W O R T H  
April 30, 1935
Capital Stock (par $100) :
Authorized and Issued 250 shares 
Repurchased and Cancelled 1111/9 “
Outstanding 138 8/9  “ ................................................. $13,888.89
Paid-in S u rp lu s ..................................................................................................  7,242.19
Net Loss for year ending April 30, 1935 .................................................  1,145.71*
Total Net W o r th ........................................................................................$19,985.37
*Deduction.
It should be noted that in the first journal entry the reserve for depreciation is 
debited with only the amount in the account on April 30, 1934, for the reason that 
the stock was issued for the net assets as of that date less land and building.
This is the reason also why only the depreciation on machinery is taken into 
consideration in calculating the net loss for the year.
The Will to Achieve
( Continued from  page 534)
thetic comradeship of those who have suf­
fered the same defeats of mind and spirit 
but who are together struggling forward to 
greater usefulness. The problems of their 
countrymen are their problems, the very 
substance of their lives, to be explored
through the vast realms of thought. These 
are concepts that the mind alone cannot 
comprehend; the mind needs must enlist 
the aid of spirit, of soul.
And out of it all, if you have sensed it, 
you have kindled the spark of renewed in­
spiration, the wish to work a little harder, 
to do a little better, the will to achieve 
professionally.
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T A L K I N G  S H O P
A D e p a r t m e n t  Co n d u c t ed  by  L e w is  G l u ic k , C .PA ., New York
First, we present the Shop Talkers with 
a new man in the line-up.
S h o p  T a l k e r s
“Really, gentlemen,” began Small, “this 
is an ordeal for me. I ’m not used to lunch­
ing in the presence of so much brains, and 
Blank assured me I could just eat and lis­
ten, and not say a word.”
“Well, if that’s the way you feel about 
it” said Oldtimer, “you need say nothing. 
But a layman, an ordinary business man, a 
merchant like yourself rarely gets to our 
g roup ; and we’d enjoy having your slant on 
us. You won’t be quoted without permis­
sion.”
“A w !” said the Kid. “Every lawyer or 
Congressman or whatnot who comes to the 
regular society meetings and conventions 
says the same thing about us as Small just 
did. The truth of the matter is if we had 
any brains at all we’d be lawyers or mer­
chants. There’s no big money in this game.” 
“Well, that’s news to me,” said Small, 
“judging from the fees you accountants 
get. W hy I saw a prospectus yesterday 
showing where the auditors got forty thou­
sand dollars for preparing the registration 
statements.”
“Yes,” retorted the Kid, “and the law­
yers got a hundred and forty.”
“Besides which,” said Oldtimer, “you 
have picked on the most difficult, most re­
sponsible work, involving the most money, 
which we are asked to do. We earn those 
fees.”
“Doubtless,” replied Small. “No offense 
meant.”
“Nor taken,” said Blank, “but further­
more just remember that ten firms do nearly 
all S. E. C. work. And you know how little 
you pay me.”
“I t ’s fair enough,” said Small, “but less 
than Oldtimer used to get.”
“W hat’s that?” ejaculated Oldtimer. 
“Why I never met you till an hour ago.”
“That’s just it,” said Small. “I was a 
client of your firm. I was really the client 
of one of your partners. But I had to drop 
you.”
“ Sorry,” said Oldtimer. “W hat was the 
trouble? Surely fees could have been ad­
justed.”
“Don’t worry,” said Small. “Blank got 
the job on the level; and at a very slight 
reduction. The difference is in what I get 
for my money.”
“Surely,” said Oldtimer. “I have plenty 
of confidence in Blank’s ethics; and also 
his ability. But I think he would be first to 
admit that Oldtimer and Company on a 
balance sheet carries more weight with 
banks and credit men than Blank and 
Dash.”
“Right,” said Small, “but I  don’t need to 
carry so much weight. Nothing you could 
do, short of endorsing my notes, would give 
me a better line of credit. I ’m just what my 
name implies, a small business man. Up to 
six years ago I got along without certified 
statements at all. I ’m never going to be in 
the class to file S. E. C. prospectuses. And 
Blank gives me service such as your firm 
never did. W hat’s more, I don’t believe it 
could.”
“W hy not?” asked Oldtimer. “W ith our 
many partners, large staff, world-wide cor­
respondents and all, we can furnish expert 
service on any matter within the proper 
scope of a C. P. A.”
“Which is exactly why I dropped you,” 
said Small. “You could; and you did when 
I asked for i t ; and charged extra too, 
though I don’t begrudge that. But let’s take 
one example. You had a good senior and a 
nice bright junior on the job. I asked about 
some tax matter. ‘Have to take that up with 
Mr. Aitch and let you know,’ said your 
senior. ‘Don’t you know ?’ I asked. ‘I ought 
to,’ he said, ‘but I ’m not supposed to dis­
cuss tax matters. W e have specialists for
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that.’ Then I asked about some N. R. A. 
code requirements. ( I t  was just before the 
Supreme Court wrung the Blue Eagle’s 
neck). Same result. ‘See Mr. Jay’ And as 
for getting to meet you or any other prin­
cipal p artn er! The very thought sent 
shudders down the men’s spines.
“I ’m darn glad to have met you, if for 
nothing else than to find you are human. 
Judging from what I heard from your 
staffmen, who were always changing, you 
lived on a sort of Olympus, communing 
only with high officials of the government, 
Stock Exchanges, and vast corporations. 
Even if you would deign to meet me, an 
appointment would be required a month in 
advance. Which may all be all O. K. for 
you, but I ’m a rugged individualist, who 
wants what he wants when he wants it.”
“And gets it from Blank,” said the Kid.
“Right,” said Blank. “And I don’t want 
to appear immodest. I haven’t so many 
clients, but each gets personal attention. If  
I must go away. I notify them in case they 
have things to discuss; and if it’s an un­
expected call, Dash is always available.”
“That’s it!” said Small. “Your partner 
very punctiliously called on me twice a year. 
And at least one of those times he would sit 
down and work with the men, for as much 
as two hours. But just let me ask him a 
question, especially by phone, and every 
time it was a case of getting at the papers, 
or asking the staffman, and it got on my 
nerves. Blank puts in a day of real work 
every quarter; sometimes m ore; and he’s 
got the feel of my business in a year and a 
half as your men never got it.”
“I see your point,” said Oldtimer, “And 
it’s well taken. We do run to big clients; 
we do not have time, or space in our brains, 
to carry many details. And Blank can and 
does, and so do thousands of others like 
him.”
“Well, you’re broad-minded,” said Small. 
“And that helps. But frankly, if you want 
to get and keep clients of my size, why 
don’t you organize for them, like the big 
banks with their special small loans depart­
ments. We would appreciate knowing that 
the resources of such an organization as 
yours were available if needed, and yet get 
the personal attention required at a fee 
within our means.”
“Hey, what’s this?” exclaimed the Kid. 
“Your client’s double crossing you, Blank.” 
“Not a bit of it,” said Small. “That’s an 
idea I got from Blank himself, and if Old- 
timer and Company ever carry it out, I shall 
nevertheless stay with Blank.”
“I t ’s a great thought,” said Oldtimer. 
“And let me assure you of this. If we do 
adopt it, you can come back to us, and still 
have Blank look after you, for I ’ll make 
him manager of the department.”
In a recent book on Inventories, the 
author advocates adding only sheets con­
taining many large items, and then shows 
ways of short cutting even these additions. 
We don’t blame him for not wanting to do 
several hundred pages of footing himself, 
or even asking a junior to do it in rush sea­
son. But it should be done anyhow, and by 
using a comptometer it can be done at 
negligible expense, even if the machine and 
operator must be especially hired. No test 
is adequate when completeness is obtainable 
at small cost. W e believe that a C .P.A. 
would fare badly in court if that issue ever 
arose.
The author says “The auditor is not in­
terested in errors of $1.00, $10.00, or even 
$100.00, in inventories of large size. Such 
errors are not intentional.” Certainly, really 
large inventories are usually under excellent 
internal check and such errors usually few 
and insignificant. But just what is large? 
To some C.P.A’s an inventory of less than 
$1,000,000.00 is small. To others, like the 
Shoptalker, anything over $100,000.00 is 
big. It all depends on the clientele. F u r­
thermore, the size of inventory audit is less 
a matter of dollars than of number of items. 
W e have audited an inventory over a mil­
lion that was all on two sheets of paper; and 
we have also audited a four hundred dollar 
inventory that took three sheets. Now, if 
the inventory consists of five thousand 
items, on two hundred sheets, and there are 
errors averaging ten dollars per sheet, we 
have an error of $2,000.00. And if the ag­
gregate inventory is less than a quarter mil­
lion, that may be significant.
“Your dialogue in April about Faith,” 
writes Oliph, “Set me thinking, and finally 
writing. But what you get here is a much
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condensed version of the first d raft; I ’ve 
cut out the religious angle (Thanx from 
the Shoptalker). Faith is a very beautiful 
th ing ; a necessary thing. But it may also be 
a dangerous thing. For we are now having 
on an increasing large scale what has been 
going on in many states for many years. I 
refer to the result of the Blue Sky Laws, 
of which the S. E. C. is the interstate out­
come.
“In the bad old days of 1928-29, many 
fraudulent securities were put out; and 
many that were honestly started crashed 
just as badly as the fakes. But the big ma­
jority of the issues were basically sound. 
The investor got a brief prospectus, usually 
including a condensed balance sheet. I f  he 
knew the first elements of finance, he could 
understand it. If a trifle more advanced he 
could ask questions and get details. A t bot­
tom though, he was given a pretty straight­
forward statement of what was what in a 
compass that he would read.
“But now what does he get ? A book! A 
book of from twenty to eighty pages, of 
none too large type; full of legal verbiage; 
crowded with footnotes; replete with fig­
ures. Can the ordinary investor grasp it? 
Can you? The answers are obvious.
“W hat is the result? W e C.P.A’s, if we 
have money to invest, a handful of lawyers, 
and a few more bankers take the trouble to 
read these documents in full, and study 
them until clear. Nine out of ten investors 
don’t even attempt them. Some say to the 
salesman or broker ‘Is this a good buy?’ 
and if the latter says ‘yes,’ it’s bought. But 
(and here’s where the dangerous faith 
comes in), the vast majority take the
S. E. C’s license to sell as a guarantee of 
the safety of the issue. Many regard it as 
tantamount to the insurance of the
F. D. I. C. on their bank accounts.
“Of course, the S. E. C. never intended 
any such thing. It is on record to that effect. 
But not very strenuously. The under­
writers, quite naturally, will not spoil the 
market by emphasizing the true nature of 
the S. E. C’s approval. And so the public 
goes on in blissful ignorance.
“To date all stress has been put on the 
fact that the S. E. C. rejects many applica­
tions. But what of those approved? Five 
or ten years from now, issues that were
good at the start, and honestly managed, 
may fail. O r the S. E. C. may not be so 
rigidly strict (at present it bends back­
w ard). And when investors sustain losses, 
their howl will be worse than that of 1930, 
and more justified. Then they knew that 
they had, nearly always, no one but them­
selves to blame. They yelled for protection. 
And got it.
“But what will they say when they realize 
that the protection was inadequate. And by 
its very nature could not have been other­
wise ? Something must be done about it be­
fore it’s too late. Since there is nothing 
more distasteful than criticism without a 
remedy, here’s m ine:
1. Existing S. E. C. requirements be 
modified, in the interest of simplicity.
2. On the cover or first page of every 
prospectus the exact nature of the
S. E. C’s approval and authority be 
printed in good big type.
3. That the prospectus be required to 
start off with a brief summary, in the 
style of the old (pre-S. E. C.) ones.”
To which the Shoptalker says “A m en!” 
And adds his own experience regarding the 
Federal Reserve Banks. Until the crashes 
of 1932 and 1933, he encountered scores of 
otherwise well-informed business men and 
women who were positive that the F. R. B’s 
were insurers of the deposits in member 
banks. And many a strenuous battle did we 
have, not always successful, convincing 
them otherwise. And we are having similar 
difficulties with the S. E. C.
W e recently acquired a copy of the 
Columbia Encyclopedia, a one volume work 
published late in 1935. It is probably the 
best American work of its kind. But it suf­
fers from lack of a competent C .P.A. on its 
editorial board. Quite instinctively, as soon 
as we got it, we turned to articles dealing 
with our profession, and were shocked to 
think that a University which has such emi­
nent accountants as Roy Kester on its 
faculty and Robert Montgomery among its 
Alumni, should sponsor so much misinfor­
mation. F or example, on page 427 is a brief 
article on Corporation Tax, wherein we are 
told that “the capital stock and excess profits 
taxes were discontinued in 1924.” Thus 
any lay reader would not know that for sev­
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eral years they have been very much in force 
again. True, it took several years to com­
pile this book. But between the date of re­
enactment of the laws, and the date of pub­
lication there was ample time to make the 
article up-to-date. Again, look at Cost Ac­
counting on page 430. W e’d like to hear 
what Eric Camman and “Doc” MeLeod 
have to say about it, especially the one book 
cited.
O ur May dialogue, dealing with tech­
nique and appearance of work brought us 
this letter from a W est Texas reader. We 
have held it up not merely because space 
was cramped, but because when this issue 
reaches you, colleges will just be opening, 
and any students you know ought to find it 
pertinent.
“My partner and I had quite a disagree­
ment about a report. W e had run short of 
report paper (bad management somewhere, 
but we didn’t fight about that), and he 
wanted to use, to complete the report, just 
any kind obtainable, instead of waiting till 
next day till some of our usual good quality, 
which would match, could be had from our 
regular printer. I suppose, as a junior 
partner, I should have yielded; but I am so 
recently out of college as to recall some­
thing that happened when I was th ere ; and 
which up to now I had not talked about. A 
good woman had given the college funds 
for a full tuition, room and board scholar­
ship; arid the trustees had met to pass on 
the applications therefor. Just one student 
could be selected; I wanted to be that one. 
A special examination was held; a special 
theme had to be written. I did not get the 
coveted prize. I knew I had written a good 
theme; I knew I had passed a good exam. 
I wanted to know. I was told. My subject 
matter was good; as good as the man’s who 
got the award. But ‘a man who was willing 
to use a good grade paper for the first sheet; 
and inferior paper for the remainder of the 
dissertation would, in all probability trans­
fer that same tendency to other work. Or 
even to the college course, starting off with 
a flourish freshman y ea r; and being dropped 
before the course was over for lack of good 
grades.’ A fter listening to my confession 
my partner gave in. O ur client got his re­
port a day la te ; but it was good all the way 
through.”
N a v y  N o tes  
W e were on duty for ten working days 
in the Brooklyn Navy Yard in August. If 
a vacation is a change of work, we had a 
vacation. But really we enjoyed it. There 
were five C.P.A’s recently commissioned in 
the Supply Corps as a result of our drive 
last year, and we acted as assistant instruc­
tor in acquainting them with the duties of a 
supply officer. Captain Jordon gave them 
special attention, but the bulk of the work 
was under the direction of Lieut. Com. Leo 
A. Ketterer a regular Navy veteran, who 
could spin yarns of the seven seas even bet­
ter than he could do his w ork ; and that’s no 
faint praise. Another reserve officer on 
duty at the same time was Joe Lennox, who 
is Deputy Assessor of the City of Yonkers, 
N . Y. He brought in a copy of Municipal 
Finance, a monthly magazine, in which he 
had an article on “Corner Influence” ; and 
we were pleased to see that the same August 
issue contained an article by our own past 
president Geo. P. Ellis.
Myself
I have to live with myself, and so 
I want to be fit for myself to know,
I want to be able as days go by,
Always to look myself in the eye;
I don’t want to stand with the setting sun 
And hate myself for things I ’ve done.
I don’t want to keep on the closet shelf 
A lot of secrets about myself,
And fool myself as I come and go 
Into thinking that nobody else will know 
The kind of man I really am ;
I don’t want to dress up myself in sham.
I want to go out with my head erect,
I want to deserve all men’s respect.
But here in this struggle for fame and pelf, 
I want to be able to like myself,
I don’t want to look at myself and know 
That I ’m bluster and bluff and empty show.
I can never hide myself from me,
I see what others may never see;
I know what others may never know ;
I never can fool myself, and so,
W hatever happens I want to be 
Self-respecting and conscience free.
— Victor K ropf, 
National Union N ew s.
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Book Reviews
M a t h e m a t i c s  o f  F i n a n c e , by Thomas 
Marshall Simpson, Ph.D., Head of Mathe­
matics Department, University of Florida; 
Zareh M . Pirenian, M . S., Assistant P ro­
fessor of Mathematics, University of 
F lorida; and Bolling H. Crenshaw, M.E., 
LL.D., Late Head of Mathematics Depart­
ment, Alabama Polytechnic Institute. 
Second Edition, revised and enlarged. Pub­
lished by Prentice-Hall, Inc., 70 Fifth 
Avenue, New York City. 469 pages. $3.75.
This text is designed primarily for a 
three-hour one-year course for students of 
commerce and business administration. 
P art I provides a sufficient review and drill 
in the essentials of elementary algebra to 
enable the student to pass naturally and 
easily to advanced chapters. P art I I  pro­
vides an introduction to the mathematical 
theory of compound interest, annuities, and 
life insurance, together with well-chosen 
practical applications. In this revised edi­
tion the problems are all new, of greater 
variety and more num erous; there are 126 
pages of tables; a chapter on statistics has 
been added and other chapters have been 
amplified and clarified. A t the end of each 
chapter a miscellaneous exercise is inserted 
dealing with the principles and methods in 
the chapter. A t the middle and at the end 
of the book a general review exercise is 
placed, containing 295 problems and cover­
ing all the material in the text.
I n t r o d u c t i o n  t o  G o v e r n m e n t a l  A c­
c o u n t i n g ,  by Lloyd Morey, C.P.A., A. B., 
LL.D., Professor of Accounting and Comp­
troller University of Illinois, Vice Chair­
man, National Committee on Municipal Ac­
counting. Second Edition. Published by 
John Wiley & Sons, Inc., New York. 318 
pages. Price $3.50.
The purpose of this volume is to present 
the basic principles underlying the treat­
ment of all public accounts. I t deals chiefly 
with principles rather than with details of 
form or procedure and concerns itself with 
matters more or less common to all types 
of governments and public institutions. 
The principles and terminology employed 
follow those which have been developed by
the National Committee on Municipal Ac­
counting.
T w e n t y - f iv e  Y e a r s  o f  A c c o u n t in g  
R e s p o n s i b il i t y , 1911-1936, by George 
Oliver May, C.P.A. Published by Ameri­
can Institute Publishing Co., Inc., 135 
Cedar Street, New York City. 789 pages. 
Price $3.00.
A compilation of essays and discussions 
written by the author at various times dur­
ing the past twenty-five years. The chap­
ters of P art I, Volume I, are on the general 
subject of The Profession of Accounting. 
Part II  is his writings on Depreciation and 
Part I I I  is on Valuation. Volume II  pre­
sents his testimony in State of Minnesota 
v. Republic Steel Corporation; regulation 
of securities; taxation; the influence of ac­
counting on the development of an 
economy; reviews and criticisms.
A u d i t i n g  L a b o r a t o r y  S e t , by Thomas 
W. Byrnes, B.C.S., C.P.A., Assistant Pro­
fessor of Accounting, Columbia University ; 
and K. Lanneau Baker, B.C.S., C.P.A., In ­
structor in Auditing, Columbia University. 
Published by Ronald Press Company, 15 
East 26th Street, New York City
A practice set for college classes and pro­
fessional schools. The material consists of 
a completely written-up set of books and 
full supporting data such as vouchers, 
checks, bank statements, requests for con­
firmation and answers received, sales in­
voices, purchase invoices, excerpts from the 
minutes, etc. Necessary instructions are 
given, including suggested code markings 
so that the progress of the audit may be 
followed.
N E W  RA CK ET
. . “Net profits," explains Ida Knowe, our 
bright little file clerk, “are the percentages 
earned by ‘pro’ tennis players.”
Never, throughout our history, has a man 
who lived a life of ease left a name worth 
remembering.—
Theodore Roosevelt.
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S T A T E  S O C I E T Y  N E W S
C A L IFO R N IA  
A meeting of the Los Angeles Chapter of 
the California State Society of Certified 
Public Accountants was held on Monday 
evening, September 14, 1936 at the Los 
Angeles Athletic Club.
J. W. Hartman, Chief Deputy, County 
Assessor’s Office, spoke on “Personal 
Property Taxation.”
GEORGIA 
The Columbus Chapter of the Georgia 
Society of Certified Public Accountants has 
elected the following officers: Chairman, H. 
E. Fourcher; Vice-Chairman, S. M. Well­
born, J r . ; Secretary-Treasurer, J. H . Willis.
Officers of the Augusta Chapter a r e : 
Chairman, Victor M arkw alter; Vice-Chair­
man, A. T. M urphey; Secretary, W alter H. 
Lynch., J r .;  Treasurer, Lewis Glasser.
M ARYLAND 
The Maryland Association of Certified 
Public Accountants held its first regular 
monthly meeting for the fiscal year 1936- 
1937 at the Emerson Hotel on September 
8, 1936. A fter dinner, Mr. A. B. Hossack, 
from the New York office of the American 
Appraisal Company, addressed the associa­
tion and conducted a round table discus­
sion on the subject “Accounting for Fixed 
Assets and Depreciation.”
as applied to Trusts and Estates.” The dis­
cussion which followed was led by George 
Rea.
The afternoon session was addressed by 
Robert Ash, Washington attorney for 
Prentice-Hall, Inc., who spoke on “P ro­
cedural Steps in a Tax Case before the 
United States Board of Tax Appeals, The 
Circuit Courts of Appeal and The Supreme 
Court of the United States.” John A. Con­
lin presided at the session and the discus­
sion was led by Frederick Banks. Dr. Jo­
seph J. Klein, C.P.A., of New York, ad­
dressed the meeting on “Liquidations Under 
the Revenue Act of 1936.” The discussion 
following his address was led by Theodore 
Krohn.
In  the evening a banquet was enjoyed by 
members, their wives and guests.
OREGON
The September meeting of the Oregon 
State Society of Certified Public Account­
ants was held in the Tyrolean Room of the 
Benson Hotel, Portland, on Wednesday 
evening, September 16, 1936.
Mr. Chas. E. McCulloch, attorney, ad­
dressed the meeting on the new Federal Tax 
Law, following which there was a round 
table discussion on the various phases of 
the 1936 Act which differ from previous 
ones.
N EW  JE R SE Y  
A Regional Meeting of the New Jersey 
Society of Certified Public Accountants 
was held on September 12, 1936 at the 
Berkeley Carteret, Asbury Park, New 
Jersey.
A t the morning session, following open­
ing remarks by President Julius E. Flink, 
Franklin E. Lott, Assistant T rust Officer 
of the Fidelity Union Trust Co., Newark, 
delivered an address on “Federal Taxation
T E N N E S S E E
The following are the officers and 
directors of the Memphis Chapter of the 
Tennessee Society of Certified Public Ac­
countants ; Chairman, Roscoe C. C lark ; 
Vice-Chairman, A. B. Bolin; Secretary, 
John H . Rawlings; Treasurer, Charles W . 
E ad e r; Directors, the above officers and J.
G. Griesbeck, G. A. Watson and A. L. Yan­
cey.
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C . P . A .  E x a m in a t io n  Q u e s t i o n s  *
 May, 1936
P r a c t i c a l  A c c o u n t i n g
PRO BLEM  6:
The Stanley Implement Company reported net taxable income for the calendar 
year 1934 of $150,000. Compute the excess-profits tax  payable for 1935, if any,
after giving consideration to the following stated fac ts:
Dividends paid to its stockholders....................................................................... $ 80,000
Interest earned on Cook County Poor Relief Bonds..................................... 25,000
Loss realized on sales of A jax Building Corporation bonds........................ 42,000
Income tax for 1934............................................................................................ .. 20,625
Dividends rece iv ed ................................................................................................  45,000
Value declared for its capital stock at December 31, 1933, as reported on its
1934 capital-stock tax re tu rn ...........................................................................  800,000
1935 taxable net income........................................................................................ 132,000
PRO BLEM  7:
From the following trial balance of the Lakewood High School as taken from 
the books at December 31, 1935, and supplementary data, you are required to prepare 
a balance sheet at December 31, 1935, and a statement of revenue and expenditures 
for the six months ended on that date.
General Fund Fixed-Property Fund
D ebit Credit D ebit Credit
Cash in hands of school 
treasu rer:
1934-5 and prior
lev ies ...................  $ 480,000.00 ...........  ...........  
1935-6 le v y ...........    $ 170,000.00 ...........
Property fund . . .  ...........  ........... $ 180,000.00
Taxes uncollected:
1934-5 and prior
levies .................  350,000.00 ........... ...........
Reserve for loss
and c o s t .............  ........... 120,000.00 ...........
1935-6 levy (one-
half) .................  293,500.00 ...........  ...........
Reserve for loss 
and cost ........... ........... 21,000.00 ...........
*The Service of Examination questions conducted by The American Society furnishes 
practically twice as many questions in Theory, Auditing, Commercial Law and Economics and 
Public Finance as could be used by any State Board for a four-hour examination period, and 
twice as many problems in Practical Accounting as would be required for two examination 
periods of four to five hours each. A  Board using the service makes its own selections and 
adds any special questions or problems which it desires. Part of the problems in Practical 
Accounting and the questions on Auditing Theory follow.
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Tuition uncollected. . 
Land and buildings. . 
Furniture and equip­
ment ..................
Accounts payable.. . . 
A c c r u e d  teachers
pensions...........
1935 tax-anticipation
n o te s .............
Accrued interest on 
notes at June 30,
1935 ..................
1935 Refunding 5% 
bonds due in 1940 
4½% building con­
struction bonds 
Surplus:
June 30, 1935 ....
December 31, 1935 
Taxes levied . . . . . . .
Allowance for loss
and c o s t ............
Tuition and fees. .. . 
Administrative ex­
pense ................
Teachers’ salaries.. . . 
Janitors’ wages and
supplies ............
Plant upkeep ..........
Capital outlay—new 
 equipm ent............
1,800.00
21,000.00
18,400.00
118,000.00
24.200.00
9,100.00
18,000.00
6,500.00
2,500.00
23,000.00
450.00
60,000.00
626,550.00
293,500.00
10,500.00
1,950,000.00
450,600.00
$ 920,000.00
1,660,600.00
$1,334,000.00 $1,334,000.00 $2,580,600.00 $2,580,600.00
Interest dates of the 1935 refunding bond issue are January 1 and July 1. Inter­
est dates of the building-construction bonds are also January 1 and July 1.
On July 1, 1936, $70,000 is to be paid to the sinking-fund trustee for the retire­
ment of building-construction bonds. This payment is to be made out of the 1935-6 
tax levy. These bonds are due in annual installments to July 1, 1950.
On January 10, 1936, payment of $5,500 was made out of the general fund for 
equipment installed in December, 1935. The liability had not been recorded on the 
books at December 31.
On December 31 the school treasurer retired tax-anticipation notes of a prin­
cipal amount of $10,000 on which interest of $480 had accrued. The bookkeeper was 
not notified of the transaction until January 2, 1936, and it is not reflected in the 
above trial balance.
Tax notes bear interest at 6%.
Cash of $180,000 in the fixed-property fund represents an appropriation of prior 
years from the general fund, reserved for the construction of a new building.
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PROBLEM  8:
You are engaged to audit the accounts of XYZ Corp. and its subsidiaries. In 
connection therewith, the following condensed balance sheets and income accounts 
are presented for your verification:
Condensed Balance Sheets—December 31, 1935
Particulars X Y Z  Corp.
M anufac­
turing Co.
D istribut­
ing Co.
Assets—
C a sh ........................................................... $ 1,409,000 $ 331,000 $ 346,000
Notes and accounts receivable—
Trade, n e t ................................................ 2,151,000 764,000 1,680,000
Intercompany........................................ . 746,000 462,000 51,000
Inventories ................................................ 6,131,000 1,868,000 821,000
Investments—
Marketable securities .......................... 262,000
Stocks of affiliated companies.............. 3,128,000
L a n d ............................................................ 337,000 148,000 136,000
Buildings, machinery and other property 7,927,000 4,026,000 581,000
Less—Reserve for depreciation.......... 2,163,000* 481,000* 382,000*
Prepaid and deferred charges.................. 233,000 17,000 19,000
Total assets ......................................  $20,161,000 $7,135,000 $3,252,000
Liabilities—
Notes and accounts payable—
T ra d e .................................... ................  $ 3,384,000 $2,338,000 $ 851,000
Intercompany ...................... ................  480,000 102,000 627,000
Accrued liabilities .................... ................  600,000 79,000 64,000
Twenty-year 6% serial bonds. ................  4,800,000
Capital stock—6% cumulative preferred 4,000,000 1,000,000
Capital stock—Com m on........ ................  4,000,000 3,000,000 10,000
Earned su rp lus............ . . . . . ................  2,897,000 1,616,000 700,000
Total liabilities................ ................  $20,161,000 $7,135,000 $3,252,000
*Denotes red.
Summary o f Profit-and-Loss Accounts fo r  the Year Ended December 31, 1935
Particulars
Income—
Sales and revenue from services—
Outside ..................................................
Intercom pany........................................
Dividends and other income received. . . .
Total income ....................................
X Y Z  Corp.
 $ 6,721,000 
4,252,000 
324,000
 $11,297,000
M anufac­
turing Co.
$4,160,000
2,921,000
173,000
$7,254,000
D istribut­
ing Co.
$5,247,000
175,000
84,000
$5,506,000
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Expenses—
Cost of sales and services............................ $ 7,829,000 $5,228,000 $3,714,000
General, administrative and selling expense 1,336,000 824,000 1,032,000
T a x e s ..................................................................  414,000 140,000 87,000
D epreciation...................................................  382,000 153,000 28,000
Other expenses .............................................  514,000 562,000 213,000
Total expense ....................................... $10,475,000 $6,907,000 $5,074,000
Net profit ...............................................  $ 822,000 $ 347,000 $ 432,000
During your examination of the accounts, the following facts are learned:
The XYZ Corp. investment in stocks of affiliates consisted of the following: 
Company Class No. of Shares Cost
Manufacturing Co. Common 18,000 $2,060,000.00
Distributing Co. Common 800 8,000.00
Distributing Co. 6% cumulative preferred 8,000 960,000.00
Development Co. Common 1,000 100,000.00
T o ta l ..................................................................................................  $3,128,000.00
Manufacturing Co. was organized in 1930 by XYZ Corp. and certain XYZ 
Corp. officers and stockholders, XYZ Corp. purchasing 40% of the Manufacturing 
Co. stock at par. Although XYZ Corp. at that time did not have stock control of 
M anufacturing Co., control of the affairs of the latter company was effected through 
identical managerial staffs. During 1935, XYZ Corp. purchased an additional 20% 
of the stock of M anufacturing Co. at a cost of $860,000.00, which was also the book 
value of the equity as shown by the subsidiary’s records on that date. At December 
31, 1935, it was decided to include the accounts of Manufacturing Co. in the con­
solidation of the accounts of XYZ Corp. and its subsidiaries, although up to that 
time Manufacturing Co. accounts had not been so included.
Additional Distributing Co. stock had been received by XYZ Corp. during the 
year 1935 through the recapitalization of Distributing Co. Prior to the recapitaliza­
tion, the holdings of XYZ Corp. in the stocks of Distributing Co. had consisted of 
800 common shares, having a par value of $10.00, and 3,200 preferred shares, having 
a par value of $100.00 per share. The cost of these stocks had been $8,000.00 and 
$960,000.00, respectively. At the date of acquisition, X Y Z  Corp. equity in Distribut­
ing Co. earned surplus account, as represented by these purchases, was $640,000.00. 
The common stock carried voting rights only, having no equity in earnings and being 
restricted to the receipt of $10.00 per share upon liquidation or dissolution. The 
preferred stock was nonvoting, but was entitled to receive all distributions from 
surplus through dividends or otherwise, and in liquidation or dissolution it was pro­
vided that the preferred stockholders should receive distributions to the extent of 
the par value of their share holdings prior to any distribution to the common stock­
holders.
On June 1, 1935, the stockholders of Distributing Co. unanimously agreed to a 
plan of recapitalization wherein the preferred stockholders surrendered their shares 
and for each share surrendered received in exchange therefor two and one-half shares 
of 6%-cumulative preferred stock having a par value of $100.00 per share. I t was 
also provided that upon dissolution or liquidation the new preferred stockholders 
should receive $100.00 per share plus accumulated unpaid dividends prior to any 
distributions to the common stockholders. The common stockholders exchanged 
their old stock share for share for new stock having the same par value and voting 
rights but entitled to dividends, provided that there were no dividends in arrears on
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the preferred stock. The common stock was also entitled to all distributions made 
upon dissolution or liquidation after the payments required to satisfy the preferred- 
stock provisions.
The increase in the aggregate par value of preferred stock was reflected in the 
accounts of Distributing Co. by a charge to earned surplus and a corresponding credit 
to capital account. XYZ Corp. did not make any entries to record the transaction 
in its accounts.
You are informed that the investment in the capital stock of Development Co. 
represents 100% ownership of that company. The company was formed to develop 
certain new manufacturing processes and as yet has not entered upon production. 
The company does not report profit or loss, charging all expenditures to development 
account. You are told that the accounts of this subsidiary are not to be included 
in the consolidated accounts. Officers of XYZ Corp. represent to you that the sub­
sidiary is not indebted to anyone other than to XYZ Corp. and that the amount 
charged to development account at December 31, 1935, was $135,000.00.
The capital stock outstanding at December 31, 1935, was as follows:
N o. of Shares 
Issued and
Company Class Outstanding
XYZ Corp. 6% cumulative preferred 40,000
XYZ Corp. Common 40,000
M anufacturing Co. Common 30,000
Distributing Co. 6% cumulative preferred 10,000
Distributing Co. Common 1,000
All of above shares had a par value of $100.00 except the $10.00-par value 
common shares of Distributing Co.
XYZ Corp. paid two quarterly dividends in 1935, constituting payment of all 
preferred dividends accumulated to July 1, 1935. Distributing Co. also paid two quar­
terly dividends on its new preferred shares, disposing of dividends on that stock to 
November 30, 1935. In addition, Distributing Co. paid a dividend of $100.00 per 
share on its new common stock on November 1, 1935. All dividends received by XYZ 
Corp. have been credited to income.
Included in intercompany accounts receivable of XYZ Corp. is an amount of 
$50,000.00 owing from Development Co.
The twenty-year 6% serial bonds mature $400,000.00 annually on July 1.
Consolidated earned surplus balance at December 31, 1934, was $2,353,400.00.
You are instructed to submit consolidating working papers and journal entries 
necessary to prepare a consolidated balance sheet and summary of consolidated 
profit-and-loss account. I t is suggested that your working balance sheet and profit- 
and-loss account be prepared as in the above tabulation, allowing one column for 
each company and arriving a t  a combined total. Immediately to the right of the 
“combined” column should be two columns, debit and credit, for the posting of 
journal entries, and to the right of these two columns should be a column “consol­
idated, as adjusted.”
Journal entries to effect elimination should be assigned letters to distinguish 
them in the journal-entry columns.
In addition, you should prepare an analysis of consolidated surplus account for 
the year 1935.
Also indicate such footnotes or explanatory data as you would place on the 
consolidated balance sheet and profit-and-loss account if you were required to submit 
a report for distribution to investors and creditors.
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PRO BLEM  9:
At December 31, 1935, the dividends in arrears on the three classes of $100- 
par preferred stock of X Co. amounted to $6,049,171.00, as follows:
Class of Outstanding Dividends
Preferred Shares in Arrears
5¼% .................................................................... 924 $15,375
6  ............................................. 169,076 17.625
8 (callable at 110).............................................  130,000 23.50
As at April 1, 1936, all preferred stockholders agreed to exchange their holdings 
at par plus their claims on dividends and premium to date for a new issue of 5% $100- 
par preferred stock of one class which is to be listed at once on the exchange. It 
was further agreed that they accept the new stock at par for the par of their old 
holdings plus the amount o f their claims to the even dollar thereof, and cash for 
their claims of less than one dollar.
Prepare a journal entry to record the recapitalization.
How should the company advise its stockholders to report the exchange for 
Federal income-tax purposes?
A c c o u n t i n g  T h e o r y
Q U E ST IO N  1:
A 60% subsidiary company issues a stock dividend in no-par common stock 
having a stated value of $30; of the surplus transferred to stated value, one-half was 
earned before the parent company’s interest was acquired and one-half thereafter. 
How should the parent company record the dividend received, and what will be the 
effect on a consolidated balance sheet ?
Q U E ST IO N  2:
Discuss three methods of disposing of the unamortized balance of bond discount 
and expense when a bond issue is refunded prior to maturity and the period of 
annual repayments is extended ?
Q U E S T IO N  3:
How should premiums paid on bonds prematurely retired be reflected on the 
financial statements of a corporation ?
Q U E S T IO N  4 :
Accountants as a whole have fairly well standardized their certificates. W hat 
is the purpose of this standardization?
Q U E S T IO N  5:
W hat general valuation principles seem to be most favored now by accountants ?
Q U E ST IO N  6:
W hat significance attaches to the inventory description in the average published 
balance sheet?
Q U E ST IO N  7:
W hat principles determine the necessity for consolidation or non-consolidation 
of financial statements in the case of parent and subsidiary relationships?
Q U E ST IO N  8:
W hat disclosure, if any, on a balance sheet would you recommend when the 
corporation has failed to deposit before the end of the year the usual sinking-fund 
installment with a debenture trustee ?
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Q U E ST IO N  9 :
During 1935 the stockholders of the A company authorized that 10,000 shares 
of unissued capital stock be reserved for sale to officers over a period of years at a 
price equal to market less 20%. In accordance with this understanding the officers 
purchased 1,000 shares before the end of the year at $32 a share. How should the 
company’s balance sheet reflect these facts?
Q U E ST IO N  10:
Discuss the following quotation:
“A contingent or similar reserve created in anticipation of a possible 
loss by a charge to earned surplus is a division and appropriation of 
earned surplus, returnable thereto intact when the need for it has 
ceased.”
Q U E ST IO N  11:
W hat are the requirements of a good journal entry which you like to see care­
fully complied with on the books of a business enterprise?
Q U E ST IO N  12:
Each of four individuals held 25% of the stock of X Corporation. During the 
year 1935 the corporation sold to each stockholder, for $1,000.00, bonds having a 
fair market value of $8,000.00. T he Corporation has a large earned surplus. How 
should each stockholder record this transaction on his Federal income-tax return?
Q U E ST IO N  13:
The State of W est Virginia issued a number of 240-day non-interest-bearing 
notes due February 28, 1935, on July 3, 1934. These notes were sold to the public 
on July 3, 1934, for 96 per cent of face value. The XYZ Corporation purchased 
$200,000 face value of these notes on December 30, 1934, for $197,000.00 and held 
them to maturity when they were paid in cash. W hat part if any of the $3,000.00 
gain realized is subject to Federal income tax?
Q U E ST IO N  14:
Explain what is meant by the appropriation ledger of a municipality.
Q U E ST IO N  15:
Should dividends on treasury stock be recorded as income in view of the fact 
that the company’s stock is listed and the dividend rate has been constant over a 
period of years?
Q U E ST IO N  16:
W hat do you understand by the term paid-in capital ? Discuss its relationship 
to the legal concept of “stated” capital.
Q U E ST IO N  17:
Discuss the methods you would recommend for the proper recording of treasury 
stock upon its acquisition and upon its ultimate disposition through resale or retire­
ment.
Q U E ST IO N  18:
W hat is a “liquidating” dividend from the accounting point of view ?
1936 THE CERTIFIED PUBLIC ACCOUNTANT 563
Q U E ST IO N  19:
Your advice has been sought by a client on the desirability of eliminating a 
large portion of his fixed-asset accounts for the purpose of relieving future income 
of heavy depreciation charges. How would you answer him?
Q U E ST IO N  20:
Do you regard as material, the disclosure of sales and costs of sales in annual 
reports of Corporations to their stockholders?
Things to Come
( Continued from  page 521)
jects. Faculties are highly competent and 
graduates of these schools are so trained as 
to be of immediate value to accounting 
firms. A college degree has become one of 
the prerequisites for the C.P.A. certificate.
An employment exchange is maintained 
by the national organization with which the 
secretaries of state societies co-operate and 
through which qualified accountants may 
obtain staff positions.
Largely through the efforts of the na­
tional and state accountancy organizations, 
working with other groups, the natural 
business year has become a generally recog­
nized principle of business management. 
No new corporation is formed without 
study of the fiscal year problem, and a 
closing date is selected which will be most 
advantageous to the business. In the mean­
time, those corporations already in exis­
tence, which had been operating on im­
proper fiscal years, have changed to more 
suitable ones with the result that the prac­
tice of the average certified public account­
ant remains fairly constant throughout the 
year. Rush reasons are unknown and large 
permanent staffs are the rule. Temporary 
men are almost never employed.
The volume of accounting practice has 
increased and many of the ablest young 
men in the universities are striving to sat­
isfy the exacting requirements for entrance 
to so honorable and lucrative a profession.
Saturation Points
One man fills a barrel with cobblestones 
and announces, “That is all it will hold.” 
Another man comes along and finds that the 
interstices will “absorb” several quarts of 
pebbles. He then declares the barrel is full.
But someone else pours a lot of sand be­
tween the pebbles, and then adds plenty of 
water without any “overflow.” Still another 
person discovers that the water will hold in 
solution a certain amount of added salt. 
Well, let us concede that the barrel is now 
full.
Suggested by an article in Industrial M ar­
keting, the analogy to salesmanship is appar­
ent, but the actual working out of “satu­
ration” points in the various factors of sell­
ing is more difficult. Is the individual cus­
tomer “under” sold, and to what extent can 
he buy? Is the territory “under” worked, 
and what maximum coverage can be ex­
pected with the means available? W hat of 
the time element—is it really used approxi­
mately to “saturation” ? The instituting of 
night-letter service was an instance of 
utilizing “W aste” periods to better advan­
tage. W hat facilities are not being used at 
all, and what only partially ?
A study of saturation is really a study of 
waste, for it involves fundamentally the 
question of unused potentialities, or actually 
“lost opportunities.” An especially fruitful 
field on which to Think.
(Think, August, 1936).
Pet Peeves of a Patient 
Practitioner
T h e  C e r t if ie d  P u b l ic  A c c o u n t a n t  in 
its August issue gives space to a Revenue 
Agent to allow him to get a few pet peeves 
off his chest. I wonder if it will allow a 
long suffering practitioner the same privi­
lege. If  so here are a few :
The Revenue Agent who borrows books 
and forgets to return them.
Ditto who is sure all bad debts occurred: 
(a) the year previous, o r; (b) the 
year subsequent, o r; (c) have not 
yet occurred.
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Ditto who questions the reasonableness of 
all salaries paid corporation officers 
 that are in excess of his.
Ditto who must make his accurate de­
preciation estimates by gazing into 
a crystal.
Ditto who reads all the detective maga­
zines and drops by the post office 
daily to see if there are any new 
faces in the rogues gallery.
Ditto who asked you to get an appoint­
ment for his son and then put a 
large additional tax on the man you 
had get it for him.
Ditto who investigates a two-year old 
freeze in August and finds none.
Ditto who, two years later, reports photo­
graphs of hurricane damage as 
gross exaggerations.
Ditto who, when checking the marital 
status of taxpayer and wife as to 
three dependents shoots a quick 
one: “How long have you been 
married ?”
Ditto who thinks that Sinclair Lewis is a 
gasoline for colored people; that the 
Queen Mary is an old-fashioned h a t; 
that Einstein is an order for just 
one glass of beer; that the Virgin 
Islands are nudist colonies; that 
Ben Bernie is a football coach; that 
erosion is a disease of the e a r ; that 
Patsy Kelly is a baseball player; 
that Yom Kippur is a Jewish her­
ring; that Lewis Carroll puts on 
girl show s; that one of the Four 
Horsemen of Notre Dame was a 
hunchback; that Labor Day is a day 
commemorating M otherhood; and 
that Robert Montgomery writes his 
books when he is not cutting up 
with Myrna Loy.
Notes
One of our members has misplaced his 
Volume 2 of the Board of Tax Appeals Re­
ports. W e would be glad to hear from any 
one having an extra copy of this volume.
A  young man of thirty-three, recently 
certified in a mid-west State, a college 
graduate, with nine years of continuous pub­
lic practice with two firms, writes us “I 
will enter into negotiations with any of the
older members of the profession who may 
be desirous of leading a less active business 
life and wish to get some young blood in 
their business, either as a junior partner or 
otherwise.”
Henry P. Seidemann, C.P.A., has been 
appointed to the post of Director of the 
Bureau of Federal Old-Age Benefits of the 
Social Security Board.
Announcements
Sidney Gay and W. E. Freeland, C.P.A., 
announce that they have formed a partner­
ship for the general practice of public ac­
counting under the firm name of Gay and 
Freeland, with offices at 605-6 Service 
Mutual Building, Waco, Texas.
John F. Forbes & Company, Certified 
Public Accountants, with offices in San 
Francisco, New York, Chicago and Los 
Angeles, announce the opening of an office 
in the Dexter Horton Building, Seattle, 
and the appointment of Roy C. Comer, 
C.P.A., as Resident Manager.
Elliott, Davis & Company announce the 
removal of their Boston office to Stone & 
W ebster Building, 49 Federal Street, Bos­
ton, Massachusetts.
Edwin E. Leffler and Ellen L. Eastman, 
Certified Public Accountants, announce 
their association as partners for the gen­
eral practice of accounting with offices at 
405 W est 23rd Street, New York City.
H. A. Hopf & Company and Bigelow, 
Kent, W illard & Company announce the 
merger of their organizations, the new 
partnership to be known as Hopf, Kent, 
W illard & Company, Management Engi­
neers and Accountants, 500 F ifth  Avenue, 
New York City and 10 Post Office Square, 
Boston, Massachusetts.
Daniel Levy, C.P.A., announces the re­
moval of his office to the Knickerbocker 
Building, 152 W est Forty-second Street, 
Suite 1033, New York City.
ACCOUNTANTS' GUIDE TO TAX SAVINGS
Including Tax Savings Plans
"Incom e taxes and most other m ajor taxes are based upon 
accounting and financial facts.”  W ith  the m ost exacting 
tax  laws in  our history, unprecedented demands are going 
to be made upon professional accountants to safeguard the 
in terests of th e ir  clien ts in  avoiding overpayments of taxes.
Planning for Tax Economy is a unique reference book 
covering the Technique of Continuous Planning for the most 
advantageous tax effects of corporation, commercial and 
financial programs. The authors, an A ttorney and a C erti­
fied P ub lic  Accountant, w ith extensive backgrounds in  every 
phase of tax  work, have w ritten  th is  guide as a daily  
working tool for the busy tax  adviser.
Planning
WILLIAM H. CROW, LL. B.
M ember New York B ar 
A uthor of Corporation Secretary’s Guide.
Corporation T reasurer’s and Con­
tro lle r 's  Guide. Form al Cor­
porate P ractice .
Under Revenue A ct of 1936
The bearing  of the m u ltip lic ity  of tax  laws, F ederal, 
S ta te  and local, upon your c lien ts ' program  of activities 
is  not always apparent a t first glance. In  th is  trea tise  you 
w ill have a means of checking up a ll  tax  aspects of any 
situa tion  or series of transactions.
T h is is  th e  only book showing conflicting tax  effects in  
the different tax  fields; how plans th a t  would be advan­
tageous from the standpoint of F ed era l income taxation  
m ight be disastrous w ith  respect to S tate  taxes. Numerous 
examples are presented, enabling the reader to find a 
precedent for the problem  a t hand.
Economy
U. S . GREENE, C. P. A.
of New York. N orth Carolina and I n ­
diana. M ember, Am erican In stitu te  
and Am erican Society of C .P .A ’s.
Form erly A uditor, U n ited  
States B ureau of I n ­
terna l R evenue.
for Tax
By
AND
Planning for Tax Economy is a tim e saver, relieving you of the necessity of elaborate research of in terp retative books 
in  th e  numerous fields of taxation. Although i t  contains a m inimum  of legal or s ta tu tory  m atter, i ts  discussions and  
examples have been pa instak ingly  checked from legal, accounting and financial standpoints. I t  supplies the solution to 
the increasing  num ber of present-day  tax  problems confronting the accountant. B y  studying the procedures outlined you 
w ill be able to check up on present tax  s ta tus, present methods of conducting business operations from th e  standpoint 
of tax economy. M any of the methods reported in
W ALDR E P  -TIL SO N , Inc.
S uite 904
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the book have not found th e ir  way into the law re ­
ports since no critic ism  could be raised . They have 
stood the tes t of careful scrutiny by tax  au thorities.
WALDREP-TILSON, Inc.
565 Fifth Avenue New York, N.Y.
W ithout cost or obligation, you may forward a copy of P L A N ­
N IN G  FO R  TAX ECONOMY by Crow and Greene. Cost, if  we 
keep it, $7.50; otherwise we may retu rn  i t  w ith in  five days without 
fu rther obligation.
Nam e ................................................................................................................................
F irm  ...................................................................................................................................
W H E N  A N SW E R IN G  A D V E R T ISE M E N T S M E N T IO N  T H E  C E R T IF IE D  P U B L IC ACCOUNTANT
 E L E C T R I C  C A L C U L A T O R
 
F A S T ,  A C C U R A T E  F I G U R I N G
Save tim e, reduce m ental fatigue and assu re  accuracy  on to­
day’s increased  volum e of calculating, by using B urroughs 
E lec tric  C alcu lato r. T his m achine is found ex trem ely  v a lu ­
able on scores of jobs throughout the year.
B urroughs E lec tric  C alcu la to r is fast and easy to operate. 
E ach key alw ays reg isters its full value on the dials, because 
the m otor does the w ork. T h e re  a re  m any m odels and totaling 
capacities. P rices  a re  surprising ly  low. Investigate this m a­
chine to see how it speeds and simplifies figuring. C all or 
w rite  the n ea res t B urroughs office for a com plete dem on­
stration . F re e  descrip tive lite ra tu re  upon request.
BURROUGHS ADDING MACHINE COMPANY, DETROIT, MICHIGAN
ADDING, ACCOUNTING, BILLING AND CALCULATING MACHINES  
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Upon request, we w ill gladly mail our booklet, "How 
to Learn Accounting,” to anyone who i t  interested in 
obtaining full information regarding I .A.S. train­
ing. Address the International Accountants Society 
Inc., 3411 South Michigan Avenue, Chicago, Illinois.
I ntern atio nal  
A cco u ntants S o c ie t y , I n c .
A Division of the 
ALEXANDER HAMILTON INSTITUTE
AN outstanding feature of the 
A  course in Accounting offered 
by the International Accountants 
Society, Inc., is the Resident Final 
Examination, which each student 
must pass before his diploma of 
graduation is issued.
The Resident Pinal Examination 
Plan was inaugurated in April, 
1925, and every student enrolled for 
the ninety-lesson I. A. S. Course 
since that time is required, after 
finishing the work on his course, to 
take an examination held under the 
personal supervision of a Certified 
Public Accountant (or, if a C. P. A. 
is not available, an Attorney at 
Law) either in the student’s home 
city or in an adjacent city.
Just prior to the date of examina­
tion, the necessary examination 
questions and all blank forms for 
the candidate’s working sheets, 
schedules, statements, and other 
papers required for the solutions, 
are mailed to the supervising
C. P. A., as a confidential communi­
cation between himself and the
I. A. S.
The examination material is 
handed to the student at the begin­
ning of the examination period. It 
is the supervisor’s obligation to be 
certain that the student completes 
the examination without having 
access to textbooks, notes, or any 
outside help.
When the examination is finished, 
the papers are turned over to the 
supervisor who forwards them to 
the International Accountants So­
ciety, Inc., in Chicago, where final 
judgment as to the student’s eligi­
bility for a diploma is made by the 
Active Faculty.
The same examination is never 
given the second time in the same 
city.
The Resident Final Examination 
Plan assures prospective employers 
that I. A. S. graduates possess a 
thorough, tested knowledge of Ac­
counting.
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A C C O U N T A N T S  A R E  U N A N I M O U S !
“ N e v e r  b e f o r e  h a v e  w e  s e e n  s o  m u c h  
A c c o u n t i n g  M a c h i n e  f o r  s o  l i t t l e  m o n e y ! ”
New Sundstrand Model A 
Astounds Accounting World
At a record low price the new Sundstrand 
Model A offers the great advantage of m a­
chine accounting to organizations that up to 
now have been denied this modern account­
ing aid. Yet so flexible is this new Sundstrand 
that many large organizations are also using 
it today.
Accountants who have seen the new Model 
A in operation are astounded by its perform­
ance. The machine is equipped to do a complete 
accounting job. It offers speed, dependability,
U N D E R W O O D  
E L L I O T T  F I S H E R
ACCOUNTING MACHINES
Underwood Elliott Fisher Speeds the World’s Business City_
and complete mechanical control over accura­
cy. Accountants, particularly those who are ac­
customed to thinking of accounting machines 
in terms of much higher unit costs, owe it to 
themselves to get complete facts concerning 
Sundstrand Model A now. Mail the coupon 
for full information today. Every Underwood 
Elliott Fisher Machine is backed by nation­
wide, company-owned service facilities.
Accounting M achine Division
UNDERWOOD ELLIOTT FISHER COM PANY
Accounting Machines .. . Typewriters . . . A dding M achines 
Carbon Paper, Ribbons and  other Supplies 
One Park Avenue, New York, N . Y.
Sales and Service Everywhere
Accounting Machine Division 
Underwood Elliott Fisher Company 
One Park Avenue, New York, N. Y.
Please send complete information concerning 
the new Sundstrand Accounting Machine 
Model A. No obligation to me, of course.
Name-
Address _
_State_
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I n t h e  g e n e r a l  c o u r s e s  in  
C o m m e r c ia l  a n d  P r o f e s s i o n a l  A c c o u n t i n g ,  o f f e r e d  b y
THE 
AMERICAN ACADEMY OF ACCOUNTANCY
is included a specific course in
C orporation  A ccounting
which includes among its many interesting studies, 
such matters as the following:
1 . An illustrative case under 77B in bankruptcy.
2. A study of typical prospectuses recently issued under 
the regulations of the Securities and Exchange Com­
mission.
3 .  A discussion of the rules and regulations of the 
Securities and Exchange Commission, (including In ­
struction Book for 10-K), and their effect and in­
fluence upon accountancy procedures.
4 .  A study of the recently developed form  of account­
ants’ report and the 1936 revision of the Federal 
Reserve bulletin  published by the American Insti­
tute of Accountants.
5 .  A study of straight-line and circuit relationships in 
combinations of corporations, the form ula and equity 
methods of determ ining interests, and the method of 
developing formulas for use in  preparing Consoli­
dating and Consolidated Statements.
A m erican  A cadem y  of A ccountancy
Executive Offices 
720 N o r t h  M ic h ig a n  A v e .
C h ic a g o , I l l in o is
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W o r k  f o r  t h e  L a w m a k e r s
by W i l l i a m  D. M o r r i s o n ,  C.P.A.
FOR the protection of the public, both State and national Certified Public Accountant organizations have put forth their best efforts to 
raise the ethical and educational standards of accountancy. The raising 
of standards is very acceptable to the high type practitioners, in fact they 
welcome it, whereas, it is exceedingly distasteful to the unscrupulous 
and unqualified practitioners. The raising of standards is the only availa­
ble weapon at this time with which to combat the undesirable public 
accountants who are neither certified nor registered. The progress which 
the organizations have made has been slow but untiring. They, alone, 
cannot bring about the most desired results, although they can, through 
their efforts and the use of their influence, cause the lawmaking bodies 
of the various states to speed up their machinery so as to place upon the 
statute books laws to correct the undesirable existing condition.
The laws upon the statute books of nearly all of the states and terri­
tories of our United States set the educational requirement, as a pre­
requisite to taking the examination for the designation “Certified Public 
Accountant,” entirely too low. This requirement, as a general rule, is 
that of being a graduate of a high school or having an equivalent educa­
tion. Unfortunately, a great majority of the states and territories do not 
have laws making it compulsory for public accountants to register annu­
ally with the State Board of Accountancy of the State wherein they desire 
to practice, before permitting them to offer their services to the public 
as practitioners of accountancy.
Whenever a State or national board or bureau shall require a person 
to first meet certain definite qualifications before he can embark upon 
a career and when he has met the requirements, the public is given the 
assurance that the person possesses the necessary skill and ability to pro­
ceed. In the practice of public accountancy there exists an unwarranted 
condition—the certified public accountant is subject to having his certifi­
cate to practice revoked by the State Board of Accountancy for unscrupu­
lous practice, but in most states he may continue unrestrictedly to prac­
568 THE CERTIFIED PUBLIC ACCOUNTANT October,
tice as a public accountant. The public accountant in those states where 
no registration or licensing is required may, if he desires, practice with 
utter disregard for ethics, in an incompetent manner and without re­
straint. Nothing can be done about it under the existing laws. The con­
fusing system of supervision places the certified accountant upon a high 
plane and the non-certified practitioner, regardless of his ability, with 
no standing whatsoever. A condition of this kind is dangerous in charac­
ter and lacks proper protection to the unsuspecting public which has not 
been sufficiently informed as to the differentiation between the certified 
public accountant, the public accountant under laws requiring registra­
tion, and the unregulated public accountant.
The legislative bodies of the various states are created for the pur­
pose of enacting laws for the benefit of society. They, alone, have the 
power to enact laws to better protect the public from the undesirable 
accountancy practitioner. Any amendments or new acts should definitely 
exclude the issuing of any further certificates under waiver clauses or 
sections; the educational requirements should be raised so that more 
candidates will be qualified to pass their State Board of Accountancy 
examinations; and, above all, the laws should provide for two classes 
of public practicing accountants—those certified by the State Boards of 
Accountancy, and those registered by the same Board as public account­
ants. The respective State Boards should be provided with the authority 
to revoke the right to practice under either certification or registration 
for sufficient cause. Without adequate laws, the State Boards are helpless 
to eliminate the unregistered, incompetent practitioners from the ranks 
of those engaged in practice of public accountancy. It is the duty of and 
directly up to the lawmaking bodies to supply the necessary equipment 
with which to proceed, so let us hope the proper working tools will be 
forthcoming.
Legislative bodies, of those respective states contemplating any 
amendments or changes in the statutes relating to public accountancy, 
should carefully study into the situation as it now exists. If they do, 
their conclusion should be that the items, herein mentioned for considera­
tion, should have their attention at an early date, and laws should be 
enacted which would protect the public against the undesirable and 
incompetent practitioners.
IMPORTANT NOTICE
The November issue will go to press November 25 and the December 
issue will go December 10.
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The President’s Page 
C o n s o l i d a t i o n  - N o w  W h a t
B y H a r ry M. J a y , C.P.A.
THE will of the majority lias been expressed—The American Society of Certified Public Accountants and the American Institute of Ac­countants are now “One 
National Organization.”
Each organization had 
its ideals and principles 
and though differing in 
manner of approach and 
procedure both were work­
ing to a common purpose, 
the advancement of the 
profession of accountancy, 
high standards of efficiency 
and ethical conduct among 
practitioners, and above 
all a service of real value 
to the public. Under the 
plans arranged the good 
ship “Society” goes to the 
docks, not a derelict, but, 
like “Old Ironsides,” a 
proud monument to a duty 
done and a noble service 
well performed, ready for 
recall when needed.
The two points now left 
to the decision of the 
united membership are the change of name to include the words “Certified 
Public” and the method of nomination and election of the members of 
the governing body, for which ballots will soon be sent out.
It is your organization, you name it, you say how you wish the 
governing body to be selected.
Each member must decide what he wants, make sure to cast his vote 
so that there will be a substantial and decisive majority and then, regard­
less of personal preference, graciously accept the result.
All that has gone before is history and cannot be changed, though we 
may benefit by the experiences. Let us look to the future, what are we 
going to do with the facilities at our disposal, the opportunities contin­
H arry  M. Jay, C.P.A.
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ually unfolding before us, and how will we meet the varying and some­
times perplexing conditions that confront us?
The creation of the “Advisory Council of State Society Presidents” 
affords an excellent opportunity for contact between the national and 
local organizations and provides a way for each member, through his 
State society to have his views presented where due consideration may be 
given as affecting all parties and sections interested and such action 
taken as may be best for the good of all.
It is the first duty of every practicing accountant to join his State 
society and the “One National Organization,” no matter how great the 
individual influence of one may be, little can be done alone wh ereas the 
united force of all will accomplish much.
We cannot hold to personal whims and desires but must yield to the 
wishes of the greater number and bend our efforts to attain perfection 
along the lines producing the greatest benefit to all.
The election of your officers is a beautiful expression of confidence 
but, dear member, you have not filled your obligation and earned the 
right to sit back to applaud their achievements or condemn their failures, 
you must give of your time, thought and energy to assist when and where 
you can. One cannot expect to receive benefits from his professional or­
ganization in larger measure than his own efforts merit, “As ye sow, so 
also shall ye reap.”
The spirit of Society and the spirit of Institute will live on in the 
reborn organization and blending the ideals and principles of both in 
good will and genuine brotherly good fellowship we find the answer to 
Now What
The greatest most effective professional organization of all time.
An organization of members for members.
One for all and all for one.
IMPORTANT NOTICE
At Fort Worth and Dallas both the Society and the Institute took 
the final preliminary steps to their consolidation. Every member should 
read carefully the presidential addresses of Messrs. Morrison and Mont­
gomery as well as the reports of the meetings of the Council of State 
Society Presidents and the Society and the Institute, in order that when 
the final amendments are submitted to the combined membership of the 
single organization each member will be able to vote understandingly as 
to the questions involved.
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I m p e n d in g  D a n g e r s *
by W i l l ia m  D. M o r r is o n ,  C.P.A.
IT has been the custom of our society for the President to deliver an address at 
the annual meeting, upon such topic as he 
may select. I shall deliver mine at this time, 
on the subject of Impending Dangers.
A little more than a year ago, I expressed 
to you my deep appreciation of the great 
honor you conferred upon me. Today, I 
reiterate those words, although they inade­
quately express my gratitude. I was not 
unmindful that, with the honor there were 
certain responsibilities and duties, which I 
was willing to, and did, accept. This past 
year has been very eventful and every min­
ute of my stewardship of the Society has 
been a pleasure. It has given me the oppor­
tunity to make many delightful associations 
and contacts. My hope and desire have 
been, that whatever has taken place and 
been accomplished during my presidency of 
the Society has been done, and will be, for 
the advancement and general welfare of 
the profession.
The American Society, at its formation 
in the fall and winter of the year 1921, set 
out to accomplish certain ideals and funda­
mental principles, not only for the benefit 
of its members, but for the profession. T he 
primary principles which it desired to ac­
complish were to protect the designation 
“Certified Public Accountant” ; to bring 
into the organization all certified public ac­
countants, holding State-granted certifi­
cates, who desired to join; and enjoin any 
association from issuing certificates bearing 
the designation “Certified Public Account­
ant.” There were other objectives to be ac­
complished, however, these mentioned were 
of paramount importance. A t the time of 
the formation of The American Society, 
there existed an association, national in 
scope, often referred to as the “diploma- 
mill,” which assumed unto itself the power 
to issue the degree “Certified Public Ac­
*President’s Address at the Fifteenth Annual 
Meeting of The American Society of Certified 
Public Accountants, held at Fort Worth, Texas.
countant.” Through the efforts of the Soci­
ety, the Court of Appeals of the District of 
Columbia granted an injunction against the 
National Association during the month of 
June, 1923, which stopped them from issu­
ing further certificates. This was the first 
major step in protecting our certificates. I 
call to your attention, with pride, these ac­
complishments of the past officers, direc­
tors, and committees of our Society. W ith 
the items of importance, which originally 
occupied the attention of the Society, well 
accomplished, there was no longer the nec­
essity for two national accountancy organ­
izations, although it will be necessary in the 
future to guard against other encroachments 
upon our designation and profession from 
many angles.
This past year has brought about a change 
which I believe to be equally as important 
to the profession at large as it is to the mem­
bership of the American Institute of Ac­
countants and The American Society, and 
that is the matter of the consolidation of 
the two national bodies. Some of the char­
ter members and the early leaders of The 
American Society are as firmly convinced 
today, under existing conditions, that one 
national organization can best serve the pro­
fession, as they were convinced fifteen years 
ago that the existence of the Society was, 
beyond the shadow of a doubt, the only way 
by which the State-granted designation 
“Certified Public Accountant” could be pro­
tected. When the members of the Society 
were given the opportunity to vote upon the 
matter of immediate consolidation of the 
Institute and the Society, they overwhelm­
ingly voted in favor of one national ac­
countancy organization, and the members 
of the American Institute of Accountants 
voted likewise. Thus the consolidation be­
came effective as of August 31, 1936. All 
members of The American Society, in good 
standing at the above date, who have made 
application for transfer from the Society to 
the Institute, have been taken into the Insti­
tute as members or as associates, so far as
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possible. Many members of both of the or­
ganizations have looked forward to the day 
when there would be but one strong influ­
ential organization that could come forward 
in unity in the time of need and protect the 
welfare of all practitioners, that of the small 
independent practitioners as well as the 
large national firms.
Dangers have arisen and new ones will 
arise from time to time that will require the 
protection of the strong arm of the National 
Organization. One of our present dangers 
has grown out of the fact that there are cer­
tain groups of practitioners who have been 
rather short-sighted in their policies in deal­
ing with members of the legal profession. 
Extreme care should be taken by the ac­
countants not to encroach upon the legal 
profession to the point where it could be 
termed the unlawful practice of the law. 
If the practitioner persists upon pursuing 
this policy it will not be long until a reaction 
will take place that will be difficult to over­
come, and our practitioners will then come 
to the stern realization that the legal profes­
sion is well organized through its bar asso­
ciations, both, State and national.
Another danger is the flagrant violation 
by individual accountants through what 
might be considered an attempt to enter into 
the unauthorized practice of the law. Re­
cently I had occasion to, and did, investigate 
one specific case where a committee, on the 
unauthorized practice of the law of a bar 
association, alleged that an accountant had 
unlawfully practiced law, which greatly 
antagonized the chairman of the committee. 
The investigation revealed that the account­
ant had done a friendly act for a relative 
and had received no fee or compensation 
for his services. The matter of fees, how­
ever, is not the test, and so far as the bar 
committee was concerned, the damage had 
been done. Fourteen states and one terri­
tory have passed statutes defining what con­
stitutes the practice of law, and approxi­
mately all the states have had one or more 
bills presented at legislative sessions for 
that purpose.
The legal practitioners might well be 
divided into four groups, so far as their at­
titude toward certified public accountants 
is concerned. In the first classification we 
shall consider the lawyers who have a pro­
found dislike for financial statements, in­
come and expense statements, or, in fact, 
any statements which have to do with ac­
counting. They do not know how to pre­
pare them and do not want to know, have 
little or no idea of the amount of work 
necessary in their compilation; they dislike 
anything that has to do with mathematical 
science, and do not appreciate the technical 
knowledge required to know and under­
stand the importance of such statements. 
They feel that the certified public account­
ant is nothing more than a necessary evil.
The second group of legal practitioners 
to be considered, believes that the certified 
public accountant has his place in society, 
but there is nothing difficult in connection 
with his work and that whatever technical 
training he has was easily obtained, and his 
fees should be only nominal. This group 
does not desire to take the time or the trou­
ble to study into the subject of accountancy.
The third group has a wider vision, and 
feels that the certified public accountant 
who has received his certificate by examina­
tion has a good foundation in the field of 
economics, finance, and business, and his 
work is of technical character. Those mak­
ing up this group, as a general rule, have 
studied accountancy sufficiently to under­
stand the terminology, but are somewhat 
prone to discount the training, ability, and 
effort required for the accountant to obtain 
his certificate entitling him to practice as a 
certified public accountant.
The fourth and last group of attorneys 
to be considered recognize the invaluable 
services rendered by the certified public ac­
countant. As a general rule, those falling 
within this classification have studied the 
subject of accountancy, know and under­
stand its terminology, and are not willing to 
proceed in connection with difficult financial 
affairs and legal matters for their clients 
until a certified public accountant is con­
sulted, and the financial affairs of their 
clients are presented in proper form. The 
legal practitioners falling into this category 
are willing to listen to and receive advice 
from the accountant, fully appreciate and 
understand the accountant’s place in the 
business world. It is definitely true that the 
competent attorney recognizes a situation 
that requires the services of a certified pub­
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lic accountant, and, on the other hand, the 
well qualified certified public accountant 
readily grasps conditions which require the 
services of an attorney. W hatever dangers 
may arise through the legal profession will 
undoubtedly grow out of the first two types 
of legal practitioners mentioned; they, as a 
general rule, desire to curtail the activities 
of the accountant.
Some attorneys, also bar associations, 
feel that certified public accountants should 
not be permitted to practice before the 
United States Board of Tax Appeals or any 
other governmental board or body. One of 
the reported cases on this subject that has 
been commented upon recently is— In re 
Opinion of the Justices, Supreme Judicial 
Court of Massachusetts, 194 N.E. 313. 
This case was with reference to a bill en­
titled, “Act relative to the unauthorized 
practice of law and prohibiting certain acts 
and practices,” Section 47 reads, in part, as 
follows: “nor shall said section prohibit 
accountants from giving advice, and pre­
paring reports, tax returns or other docu­
ments necessary or incident to the practice 
of their profession, or prohibit accountants 
from appearing before the board of tax ap­
peals or any other body that so permits by 
its rules.” The court said, in part, “the 
work of an accountant dissociated from 
legal advice does not constitute the practice 
of law . . . All these activities, however, lie 
close to the border line and may easily be­
come or be accompanied by practice of the 
law. The giving of advice as to investments 
in stocks, bonds and other securities, in real 
or personal property, and in making tax 
returns falls within the same category.” 
There is nothing in the wording of this case, 
so far as I can ascertain, that curtails the 
practice of the accountant.
In the Reports of American Bar Associa­
tion, Vol. 60, commencing on page 530, 
upon the subject, “Unauthorized Practice 
of the Law,” under the caption, “Other U n­
lawful Practices,” the following appears: 
“Accountants, auditors, and the like, con­
tinue to practice law in about the same man­
ner and to about the same extent as hereto­
fore. Chiefly, their practice is confined to 
Federal, State and local tax practice and to 
the organization of corporations and the 
conduct of corporate affairs. About the 
only change in the situation which the com­
mittee has noticed during the year is an 
increasing interest and scrutiny of these 
practices on the part of individuals, bar as­
sociations and their committees.” In the 
Advance Program of the American Bar 
Association of the Fifty-ninth Annual Meet­
ing, on page 196, upon the subject, “U n­
authorized Practice of the Law,” the “ac­
countants” are given a caption which at least 
places the profession under a definite classi­
fication rather than “accountants, auditors 
and the like.”
In my judgment, unless the name of the 
consolidated organization includes the 
words “Certified Public Accountants,” a na­
tional organization will be developed which 
will use the designation in the formation of 
a national organization for financial gains; 
this would have a detrimental effect upon 
the profession and endanger its good name. 
For this reason, and for the further reason 
that these words are a definite designation 
of the organization to which we belong, the 
consolidated organization should, by all 
means, include in the name, the words “Cer­
tified Public Accountants.”
Another danger, with which many of the 
State boards have had to contend, is the 
opening of the waiver statute so as to ap­
pease the friends of certain political fac­
tions. This is one of the most vicious and 
injurious types of legislation as it is usually 
the most unqualified and unethical type of 
practitioners who desire to obtain their cer­
tificates in this manner. They are not fore­
sighted enough to see that the designation 
will not equip them with the ability and 
knowledge to successfully carry on as prac­
titioners. The opening of the designation 
by waiver statutes is indeed an encroach­
ment upon the progress of the profession. 
We all recognize the fact that it was neces­
sary for the first bills introduced into the 
legislative bodies of the respective states and 
territories for the purpose of creating the 
designation “Certified Public Accountant" 
to provide that accountants then in public 
practice, and who had practiced as such for 
a required period of time, be admitted to 
practice as certified public accountants. 
This procedure was apparently necessary, 
so that when the bills were passed they be­
came the laws regulating the future require­
ments. It is the duty of the national organ­
ization, also of the State societies, to com­
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bat such legislation. I am not in favor of 
permitting holders of waiver certificates, 
except those who received their certificates 
by the original waiver act, to be admitted 
as members to our national organization, 
without further qualifications. Later, of 
course, they may recognize the folly of hav­
ing received their certificates by legislative 
enactment, take the examinations and be ad­
mitted in the proper form. For such prac­
titioners I have the highest respect.
One of our greatest menaces is the public 
practitioner who is constantly, through ad­
vertising and solicitation, informing the gen­
eral public that he is equally as good, even 
better, than the certified public accountant, 
and the only reason that he does not sit in 
at the examinations and obtain his certificate 
is because he would be obligated to charge 
exorbitant fees and come under the regula­
tions of an organized body. As a general 
rule, the practitioner of this type is the most 
unqualified, unscrupulous, and has the 
greatest amount of condemnation for the 
ethical practitioner. H e is full of egotism 
and his excuse for not taking the examina­
tion is just a plain ordinary untruth. He is 
well aware of the fact that he is not quali­
fied ; and if he did have the requisite quali­
fications permitting him to sit as a candidate, 
there would be an exceedingly slim chance 
of his successfully passing the examination. 
It is indeed unfortunate that something has 
not been done in more of our states to put 
an end to such a condition.
O ur Washington office has been in a posi­
tion to furnish the numerous Federal gov­
ernmental departments and bureaus infor­
mation which they have requested, concern­
ing many certified public accountants. This 
is a part of a service for the benefit of the 
profession. It is important that this service 
be furnished when the information is re­
quested, as it may have a direct bearing 
upon the accomplishment of the work which 
the accountant is undertaking in connection 
with filing reports in behalf of his clients in 
some of the governmental units. I t is di­
rectly in line with the furtherance of the 
activities of the profession and keeps us in 
touch with the departments. They are be­
coming more aware of the fact that the cer­
tified public accountants have the training, 
knowledge, and ability to prepare expediti­
ously and correctly many of the documents
which it is now necessary to file in connec­
tion with the complexities of business. The 
Washington office is well equipped, main­
tains tax services and an accounting library. 
The office of the one national organization 
being located in New York City, does not 
have utility value to the profession that an 
office in Washington would have. There 
are many accountants who journey to W ash­
ington in behalf of the affairs of their clients 
who do not have business in the city of New 
York. To close the Washington office, I 
believe, would be a backward step to the 
profession. I believe, also, that it would 
have a detrimental effect in obtaining new 
members and perhaps cause the resignation 
of some of the present members.
A t the Conference of Presidents of the 
State Societies of the Certified Public Ac­
countants on a Single National Organiza­
tion, held at Atlantic City, New Jersey, 
August 23 and 24, 1935, the following reso­
lution was unanimously adopted: “That it 
is the sense of the presidents and delegates 
here assembled that the proposed national 
accounting organization should maintain an 
office in Washington, D. C.” The outgrowth 
of the above mentioned meeting brought 
about a condition which is very commend­
able ; that is, the American Institute of Ac­
countants amended its by-laws, creating an 
Advisory Council consisting of State Soci­
ety Presidents then holding office in their 
respective societies. The first meeting of 
the Advisory Council of State Society Presi­
dents was held at Washington, D. C., on 
January 6, this year. I am firm in the belief 
that if the m atter of maintaining the W ash­
ington office were again presented to the 
Advisory Council for decision, they would 
confirm my views that the office should not 
be closed nor its activities curtailed in any 
manner, and that a library be maintained 
consisting of all the services covering the 
various branches of tax and accounting en­
gagements carried on by the certified public 
accountants. Not to maintain a Washington 
office would undoubtedly be an entering 
wedge for the outgrowth of a second organ­
ization which will endanger the activities 
and growth of the one national organization 
regardless of the ethical standards or other 
qualifications of the second group. For the 
reasons stated it is strongly urged that a 
Washington office be maintained well
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equipped with facilities to accommodate the 
practitioner who finds it necessary to go to 
Washington in connection with his practice.
There are many dangers, minor in their 
nature, which will obstruct the progress and 
welfare of the accountancy profession, but 
they will have to be dealt with by the State 
and national organizations when they arise. 
I believe the m ajor impending dangers have 
been mentioned, and I shall now briefly 
summarize them : the short-sightedness of 
a certain group of practitioners in dealing 
with members of the legal profession; the 
flagrant violations by individual accountants 
through what might be considered an at­
tempt to enter into the unauthorized prac­
tice of the law ; the attempt of bar members, 
bar committees and associations to curtail 
certain types of work now done by the ac­
countant ; the legislative bodies of the
states and territories repeatedly opening the 
waiver statu te; the unqualified and unscru­
pulous public practitioner who does not 
recognize ethics or standards; and the clos­
ing of the Washington office.
W ith the accountancy profession of this 
country united into one National Organiza­
tion for the first time in fifteen years, it is 
the duty of the organization to protect the 
welfare of the profession from impending 
dangers as well as those which will arise in 
the future.
When I speak of impending dangers I 
wish to convey the idea of those affecting 
the profession at large and not of a local 
nature. Those of a local nature must neces­
sarily be handled by the respective State 
Societies. It, therefore, behooves every 
practitioner to associate himself with the 
activities of his State Society.
I n s t i t u t e  P r e s i d e n t ’s  R e p o r t *
by R o ber t  H. M o n t g o m e r y , C.P.A.
I had in mind the presentation of a short 
report, but after a few attempts I gave it 
up. There are four or five times as many 
members who are absent as those within the 
sound of my voice. It may be a violent as­
sumption but I like to believe that most of 
those who are not here today will be in­
terested in reading this report.
O ur profession is made up of all manner 
of men, practicing accounting under all 
sorts of conditions, facing all kinds of prob­
lems for their clients, their communities, 
and themselves—men of widely varying 
training, background, experience, opinions, 
activities, and relationships.
American accountants traditionally have 
been great individualists, who surrender 
their opinions and their freedom of action 
to no one; and I hope this will always be 
true of the members of our profession. At 
the same time, these days are bringing to 
us a baffling sense that the individual ac­
countant cannot do much to change or cor­
rect the conditions which beset the profes­
sion, and that accountants must think and 
act together, through their local societies
*Report presented at the annual meeting of the 
American Institute o f Accountants October 20, 
1936, by Robert H. Montgomery.
and through our national organization in 
order to accomplish effective and substan­
tial results. As never before in the history 
of our profession, its members are being 
drawn together, in realization of an urgent 
need for concert of action, in matters which 
concern their profession and their country.
In many states, the state societies have 
long been strong, active, courageous, and in 
quiet, practical ways have accomplished 
many things, by which they have won a 
great deal of confidence on the part of the 
press and the people. In  some few states, 
the organizations have not yet become ro­
bust or courageous; they appear to do little 
beyond holding an annual meeting; they 
have not yet responded to the awakening 
spirit of many of their members.
T h e  M o st  S i g n i f i c a n t  P r e s e n t  T r e n d  
i n  t h e  P r o f e s s io n  
I f  I  were to sum up in a sentence the 
strongest, surest impression I have formed 
during my year in the presidency of the 
American Institute, it would be this:
The accountants of America are swing­
ing into organized action, to face and deal 
with the problems which concern their pro­
fession and the public.
The men who by energy, brains, charac­
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ter and experience, have the aptitude for 
leadership are putting in an appearance at 
accountants meetings, almost everywhere, 
and are quietly making their influence felt 
and are gradually increasing their interest 
in their state societies. By that, I do not 
mean necessarily well-known names or ac­
countants for the largest clients; I mean 
the best types of accountants in general 
practice.
W hether or not we would have wished 
for it, the existing conditions of the pro­
fession and our country have brought 
American accountants face to face with the 
task of organizing their profession in every 
locality and state, as well as in the nation, 
so as to make it of greater service to the 
public. The challenge given must be met or 
declined; the answer given will have its 
consequences.
I m p o r t a n t  P r in c ip l e s  o f  O r g a n iz a t io n
For your consideration, I submit several 
principles which, it seems to me, should be 
controlling and decisive and should be given 
practical and actual fulfillment, in whatever 
is done by way of the better organization 
of accountants.
F irst: Accountants and the accountancy 
profession exist as a means of public ser­
vice ; the distinction which separates a pro­
fession from a mere means of livelihood 
is that the profession is accountable to 
standards of the public interest, and beyond 
the compensation paid by clients.
Second: The organization of accountants 
into responsible professional groups is par­
ticularly charged with a sense of fealty to 
public rather than to private or purely 
professional interests; and the form and 
extent of an accountants’ organization 
should be considerably determined by its 
suitability and readiness to promote the 
public welfare.
Third: There are many matters as to 
which the public are entitled to the advice 
and judgement and public-spirited leader­
ship of the accountants—not of a few, not 
of a selected minority, but of a substantial 
m ajority or of the whole profession; and 
it follows that the organization and leader­
ship should be such as to give to the public 
the benefit of the disinterested counsel and 
advice of the rank and file of the profession, 
rather than of any minority, however wise
and patriotic that minority may be.
Fourth: In  view of that need for public- 
spirited majority leadership, it is clear that 
the organized profession should be self- 
governing and independent, should be fully 
representative of the profession, should be 
kept free from any manner of political or 
factional control and free from intimida­
tion by government or by special interests, 
and should at all times seek to serve the 
public interest as to m atters within its 
province. Better no national organization 
at all, than one which is intimidated or con­
trolled by partisan politics, is subservient 
to clients, or is lacking in the courage to 
fulfill its independent public functions.
There are many matters on which effec­
tive leadership of a nation-wide scale is 
required from American accountants, un­
less the public welfare and the prestige of 
the profession are to suffer. Time permits 
mention of only a few of these m ajor ob­
jectives of the organized profession:
The protection of the public through R e­
quirement of A dequate Education and 
H igh Ethical Standards fo r  Adm ission to 
the Profession.
The present members of the profession 
owe to the public the duty of seeing to it 
that those who come into the ranks of pro­
fessional accountants adequately are 
equipped, by education, training, back­
ground, and high ethical standards, to take 
up and carry forward in a competent and 
honorable way the complex and responsible 
tasks now entrusted to our profession.
The unprepared and the unfit must be 
kept out of an honorable profession, else 
the profession will be held responsible and 
culpable.
Perhaps this is a difficult and a bewilder­
ing time; but the practice of accountancy 
has never been easy and the avenue to 
advancement and assured success has never 
been a leisurely ro ad ; and I doubt if it ever 
should be.
In any event, this is a good time in which 
to be young and to have life ahead, and is 
a most interesting, fascinating time in 
which to practice accountancy. As attrac­
tive a life and career as I know of, for any 
young man today, is that of a public ac­
countant in general practice, in one of the 
smaller cities and towns of this country. 
The young accountant who is making his
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own way on his own merits, in a commuity 
which he knows well, is likely to gain a 
sense of independence, security, and useful­
ness, which is a most valuable possession 
in life and is too rarely won in business or 
other vocations.
M ore is  A c c o m p l is h e d  b y  G r o u p s  T h a n  
by  I n d iv id u a l s
W hether we like it or not, the conditions 
of the present century have made the indi­
vidual voice of ever decreasing significance 
and influence in the formation of public 
opinion. I am referring now to accomplish­
ments by a profession such as ours. I do 
not refer to political and similar issues.
It has become evident that the voice 
which is increasingly heard and heeded is 
that of institutions and large groups, rather 
than individuals. Even when the utterances 
of an individual command attention be­
cause of dramatic values, the effect on pub­
lic opinion is usually slight. The views that 
carry weight are those expressed by large 
and well-organized groups, or by institu­
tions of independent standing.
The consensus of opinion reached by a 
large and representative group is listened 
to with a respect, and given often a weight 
and practical effect, that is denied to the 
most conspicuous individuals.
The Protection of the Public Through 
Driving the Unscrupulous and the Unfit 
out o f the Profession.
I am happy to be able to report that, in 
very many communities, the state societies 
have gone into action to fulfill our respon­
sibilities and duties to the public in this re­
gard, and I believe that the movement will 
become general.
Around the fringes of this profession, as 
of every other profession and business I 
know of, are a relatively few accountants 
who lack the ethical standards and the tra­
ditions of honorable and competent work 
for clients. W henever a client is betrayed 
or poorly served by one of these unworthy 
members of the profession, the whole pro­
fession, all of us, are severely blamed, pub­
lic confidence is undermined, and those who 
would destroy the integrity and indepen­
dence of the profession in America rush into 
the press with wholesale indictments based 
on solitary instances. Business men know 
that these few offenders are not typical of
the whole profession; but we have only 
ourselves to blame if we do not insist upon 
having both the power and the responsi­
bility to make professional discipline effec­
tive and drive out from our ranks those 
who have proved themselves unworthy, and 
who tend to bring the whole profession 
into disrepute. The task is one for state 
societies, in giving practical effect to na­
tion-wide standards.*
A c k n o w l e d g m e n t s
During the past year the executive and 
other committees, as well as the secretary 
and his staff, have accomplished an enor­
mous volume of excellent work. The profes­
sion is richer due to their efforts. The re­
ports will in some measure speak for them­
selves, but much has been done which, 
formally, cannot be reported upon at this 
time. In addition, the ground work has been 
laid for meritorious projects, the benefits 
from which will accrue to the future.
There has been no period of time from 
the adjournment of the annual meeting in 
October 1935 to this date which has not 
been marked with intense activity on the 
part of the executive and other committees 
and the secretary and his staff.
Perhaps the most important committee 
achievements in the year are the revision 
of the federal reserve bulletin, completion 
of the revised report on accounting term in­
ology, the appearance of the committee on 
federal taxation before the senate finance 
committee on the new tax  law, and the ad­
vice rendered the securities and exchange 
commission and the power commission by 
the two special committees which cooperate 
with those bodies. Among other important 
activities are those of the committee on pro­
fessional ethics, which, while it has filed no 
formal charges, has dealt with quite a large 
number of inquiries and informal com­
plaints, some of them rather difficult. The 
board of examiners continues to supply ex­
aminations and grading services for thirty- 
six states and territories. The library and
*The foregoing is taken almost entirely from 
the annual address o f Judge Ransom, President 
of the American Bar Association. Its application 
to our profession at this time is so obvious that 
I could not improve upon it. In many instances, 
I merely substitute the word “accountant” for 
the word “lawyer.”
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bureau of information serve more accoun­
tants every year.
T h e  M er g er
I have unbounded confidence in the wis­
dom of the merger of the American Society 
with the Institute. I f  any part of the re­
sponsibility for its consummation lies on 
my shoulders, I gladly assume it. But the 
credit and the responsibility alike belong to 
those leaders who put the good of the pro­
fession as a whole above all other consider­
ations. W e are especially grateful to the 
Institute’s committee, to the committees of 
the Society and to the Advisory Council of 
State Society Presidents.
W e can forget the misunderstandings of 
the past, if any. In  a few weeks all details 
will be completed, we will go forward with 
all of our united strength of numbers and 
purpose, but for the sake of the permanent 
record I would like to quote from my presi­
dential address to the New York State So­
ciety of Certified Public Accountants on 
July 25, 1923.
“It is as great a mistake to attempt to 
build up two strong and representative na­
tional organizations as it would be to main­
tain two equally strong state organizations. 
I f  the membership in two national bodies 
were the same we could rightfully be ac­
cused of wasteful duplication of effort and 
money. If  the membership is not the same, 
each member naturally will be loyal to his 
own organization. It will never be possible 
to induce the public to devote enough time 
and patience to the study of the subject for 
it to understand why two national bodies 
should be maintained, even if to the prac­
titioners there may appear to be sufficiently 
good reasons. W e would be convicted of in­
efficiency in our own household, and our 
suggestions to clients to eliminate un­
necessary time and money in their af­
fairs would inevitably lose much of 
their force. There is no shadow of excuse 
for two national bodies with similar aims in 
the same profession. There is little excuse 
for two national bodies with different aims. 
The reasonable aims of all practitioners, 
members of the same profession, must be 
the same. . . .
“The professional accountants of the 
United States form one group, and in order
to retain our present prestige and extend it, 
we must maintain in each state one domi­
nant society and in the nation, one dominant 
national body. Nothing would be more p re j­
udicial to our standing than a charge that 
we who profess to advise others in organi­
zation methods do not ourselves know how 
to organize. I f  there were to grow up two 
national bodies, each with expensive offices, 
each duplicating most of the efforts of the 
other, with the same apparent aims, no mat­
ter how important the issues between them 
might appear to be to the members, the pub­
lic—our clients—will never recognize the 
fine distinctions we see, but will condemn 
us, and properly so, for inefficient and ex­
pensive methods. And it might be em­
barrassing in many respects. W hat possible 
excuse could there be for two national 
codes of ethics? O r two national commit­
tees on standards of professional practice ?”
W hat I said more than thirteen years ago 
I reiterate today. I t  is now up to us to 
justify the hopes and ambitions which have 
led to the merger. W e can retain all of our 
personal views regarding administrative 
policies; we can criticize the officers who 
fall down on their jobs, we can reserve al­
most everything, but we must recognize that 
the business world looks upon the Institute 
as a professional entity. I am sure that with  
full loyalty to the high aims and purposes 
of the founders of our profession we shall 
maintain our well earned prestige.
T h e  A d v is o r y  C o u n c i l
Although the Advisory Council of State 
Society Presidents was not organized until 
January 6, 1936, we have had its active and 
helpful assistance continuously since that 
date.
O ur relations with the state societies are 
of m ajor importance. The Advisory Coun­
cil will provide a medium of utilizing the 
combined strength of the state and national 
organizations to a greater extent than either 
the Society or the Institute has ever been 
able to do. During this year I know that we 
have become more State Society conscious 
and that the State Societies have become 
more Institute conscious than ever before. 
W e have formed the habit of sending out 
letters to state society presidents on every­
thing of general importance.
1936 THE CERTIFIED PUBLIC ACCOUNTANT 579
S e r v ic e s  to  M e m b e r s
The Institute should be a militant organi­
zation. There is enough to do within the 
scope of our proper activities without med­
dling with affairs which are none of our 
business. But when we think it over there 
isn’t much except religion and medicine 
and a few other activities which do not 
deeply concern us as professional accoun­
tants in our daily practice.
The well equipped professional accoun­
tant is a man of many parts. He must be, 
to deal even reasonably well, with the prob­
ems of every day commercial life. The In­
stitute should draw on the older and more 
experienced members to help the younger 
ones over some of the hurdles of youth and 
inexperience.
For as many years as I can remember we 
have been told that the accumulated experi­
ences and data in the profession would if 
arranged and published easily become a best 
seller. But we do little or nothing about it. 
Maybe it is wholly impracticable.
But in any event the Institute proposes to 
try. W e have reorganized our information 
department. I t  is intended to be of special 
service to the younger members of the In ­
stitute. W e hope to build a laboratory of 
records which will make it possible for the 
inexperienced to see in graphic form what 
the experienced have done. The results 
should be in the form of a circulating 
library available to members in any part of 
the United States.
I think the Institute should be looked 
upon by its members as an active technical 
partner. In most large successful corpora­
tions and partnerships research and statis­
tical departments have been established. 
There are available technical advisers who 
are specialists. The ramifications of mod­
ern business and finance make it impossible 
for any one adequately to cover a general 
field of activity.
The Institute now has a plant and equip­
ment which has never been used to its full­
est extent. W e propose to increase the 
facilities and enlarge the service to mem­
bers. In  addition to the physical equipment 
of the Institute we number among our 
members specialists in every branch of 
practice. Particularly among our senior 
members there are those whose experience 
and qualifications peculiarly fit them to
speak with authority on any accounting 
problem or principle.
Some of these members in the past freely 
have rendered invaluable services to our 
members in every state. Obviously the In ­
stitute’s own facilities must be located in 
one building, but the plan of operation en­
ables practically equal service to the mem­
ber in California and the resident of New 
York. No charge is made for the services 
unless answers are requested by telephone 
or telegraph in which case the inquirer pays 
the cost.
Reference is made in the secretary’s re­
port to one of the recent and highly impor­
tant activities of the committee on research 
and information service.
W a s h in g t o n  O f f ic e
I regard as a m atter of the highest im­
portance the maintenance of an office in 
W ashington. It need not and should not 
interfere with the administrative work 
which must center in our own building in 
New York City.
There are certain activities which are 
peculiar to our national government and 
which are not well done from a distance. 
I cannot take the time to mention the many 
arguments in favor of a Washington office.
Provision has not been made for the ex­
penses incident to the conduct of such an 
office. I think it is in order for the m atter 
to be referred to the council by this meeting 
with the hope that funds may be found for 
the purpose.
D u e s  a n d  A p p l ic a t io n  F ee s
W hat we all want is maximum benefits 
at minimum cost. At the present time our 
essential activities require annual dues of 
$25 a year. Even so, certain desirable ex­
penditures have not been possible. Most of 
our members have paid an application fee 
of $25, which has been waived for a brief 
period. W ith a substantial increase in mem­
bership in sight, I think we should work 
toward lower dues, always provided that 
important activities be not curtailed.
I believe that the Institute should include 
in its membership every member of every 
state society. It would make the Institute 
truly a national organization. W e can then 
in cooperation with state societies ask 
bankers, credit men and others to discrimi­
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nate in the assignment of accounting en­
gagements between certified public account­
ants who belong to their state and national 
organizations and those who do not.
I would suggest that the board of ex­
aminers change their rules and that we 
amend our by-laws as follows: 
Application fees—
To members of state societies. . . .$10
To non-m em bers............................  25
Annual dues when we reach 5,000 
and up to 6,000 members, to be
reduced to ..................................  20
W hen we reach 6,000 and up to
7,000 members .......................... 17.50
When 8,000 is re a c h e d ...............  15
O u t s id e  R e l a t io n s
I think it could be safely asserted that 
the Institutes’s and therefore, the profes­
sion’s relations with the public at large are 
stronger than ever before. Certainly the 
way in which our advice has been sought 
by the securities and exchange commission, 
the federal power commission, the inter­
state commerce commission, the stock ex­
change, and the American Petroleum Insti­
tute, as well as the way in which we are 
generally received by the National Asso­
ciation of Credit Men, Robert M orris Asso­
ciates, treasury department and all the other 
organizations we have dealt with shows 
that the certified public accountant is as­
suming greater stature in the public eye. 
I think our publicity efforts have helped 
in this direction. W e have had a very large 
number of favorable press notices during 
the year.
I n c o m e  T a x  L e g is l a t io n
In  this country income tax  legislation 
has become a m ajor menace. Both politi­
cal parties are to blame. The inevitable 
result of unsound, unfair, discriminatory 
tax laws is first to create resentment, then 
to stimulate attempts at avoidance, and 
finally evasion. I t  was so under prohibition. 
The more complicated any income tax  law 
becomes the easier it is to arrange one’s 
affairs to avoid payment.
The result in this country has been that 
taxpayers with competent advisors have 
been able to take advantage of complicated 
and ambiguous sections of the law and have
paid less than they should have paid, and 
the ignorant have paid more.
The British law and British practice are 
held up to us as far superior to our law and 
our practice. The statement has been made 
so often that I believed it. I was shocked 
a few months ago to learn that, like many 
other oft repeated sayings, it is greatly 
exaggerated and that the defects in the 
British law and practice are substantial. 
As a great proportion of our difficulties 
have been constitutional and as the British 
have no constitution it may be that we are 
no worse off than they are.
As no one else has done anything about 
it, I propose that the Institute set up an 
income tax  law drafting bureau with a 
competent staff and that in collaboration 
with the American Bar Association we 
prepare a model form for a law which will 
observe maxims of Adam Smith, so often 
repeated and so little observed.
We should have it ready by the summer 
of 1938 and endeavor to obtain pledges 
from every candidate for congress to sup­
port it. In my opinion, it can be short and 
simple. W e can omit rates and thus avoid 
any charges of interference with the duties 
of congress. It is well known that account­
ants have not opposed high income tax 
rates when imposed upon realized income 
and ability to pay.
N a t u r a l  B u s i n e s s  Y ea r
Next to the merger our chief activity 
during the year has been in connection with 
the natural business year campaign. For 
many years our efforts were restricted to 
an educational campaign directed by our­
selves. We made no appreciable progress. 
Last winter we decided to proceed on an 
entirely different basis. We asked our 
friends particularly among credit grantors 
to lead the movement, believing that mes­
sages from sources other than ourselves 
might succeed where we had failed.
W e have reason to believe that the ex­
periment is a success. The secretary’s re­
port deals with some of the details. I t will 
take several years to accomplish definite 
results.
W e are grateful to those without whose 
help little could have been done. Let us 
show our gratitude by greater usefulness
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made possible by a distribution of our work 
over the entire year.
Through the natural business year cam­
paign we have established intimate rela­
tions with trade and business organizations 
and government departments with which 
we were only slightly acquainted before. 
State societies can do the same thing in 
their own territories. Thus, the natural 
business year campaign can be helpful to 
accountants in two ways, one by spreading 
work throughout the year and the other by 
giving them a subject to discuss with trade 
and business organizations and government 
departments.
F i f t i e t h  A n n iv e r s a r y
Next year marks the logical time to cele­
brate the fiftieth anniversary of the organi­
zation of our immediate predecessor, the 
American Association of Public Account­
ants. W e have a record of which we can 
be proud. The celebration should be worthy 
of the occasion. I am sure that the Com­
mittee in charge will not fail to make the 
fiftieth anniversary memorable.
I ask the interest and support of every 
member of our organization. W e have an 
opportunity to show the world what we 
are, what we stand for and what we aim 
to accomplish in the next fifty years.
N a t io n - W id e  S t a n d a r d s  o f  P r o f e s ­
s io n a l  C o n d u c t  A r e  N eed ed
In the formulation and maintenance of 
professional standards a single state or 
locality cannot achieve the desired objec­
tives. Each state society can contribute 
its part to the consensus of informed opin­
ion and action, but that is not enough.
If  nation-wide standards and nation­
wide leadership in vital m atters are ex­
pected from our profession an effective 
national organization is plainly necessary; 
an inadequate and ineffective organization 
deprives the public of an aid and adjunct 
to which they are fairly entitled.
I hope we can pass the details of pro­
fessional standards without disagreement. 
The honest man rarely talks about honesty. 
During the past year there has been no 
change in the standards of the Institute. 
Changes in by-laws and changes in rules 
of conduct mean little. The day-by-day
conduct of our members means a lot. L et’s 
debunk those who unfairly criticize the 
standards of others and whose personal 
standards are not above reproach.
I find it difficult to express my thought 
regarding the element of independence, 
which is closely allied to professional 
standards. W e say glibly that independence 
is the professional accountant’s capital as 
well as his sacred honor; and we say that 
no professional man can be unmindful of 
the opinions of his fellow practitioners, 
the code of ethics and many professional 
amenities, all of which must be followed, 
obeyed and perhaps suffered in order that 
the profession may live. Truly we have 
chosen a difficult path in life. I can do no 
more than reiterate what those who have 
preceded me have said. There is nothing 
new under the sun. But we have the 
younger men, the students who are entitled 
to the best we can give them out of the 
richness of our experience and our failures. 
And as we think of our failures let us re­
solve to be tolerant of the shortcomings of 
the uninformed and the inexperienced and 
the more their need the more tolerance we 
should show.
Let us be strict in discipline but always 
be just in our decisions.
Vernacular
An American ran across a fine example 
of how the English muddle through not 
long ago.
Visiting an out-of-the-way flying field of 
the British A ir Force in Africa an American 
Air Corps officer was horribly embarrassed 
to discover that the British do indeed dress 
for dinner every night in the most unlikely 
spots on the globe, and that he was without 
uniform or dinner coat.
The American confided his plight early in 
the day to one of his hosts, explaining that 
the small private plane in which he had ar­
rived didn’t  boast of much in the way of a 
baggage compartment.
Later in the day a sign was posted on the 
mess bulletin board, reading: “Out of defer­
ence to our American guest, officers will 
dine dirty tonight.”
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T h e  P h i l o s o p h y  o f  C a p i t a l i s m
by Louis S . G o ld ber g , C.P.A., Sioux City, Iowa
IS capitalism doomed ? Does its philosophy need defense? W e shall not attempt a 
defense, but we shall essay an interpreta­
tion.
Fruits of Capitalism
In  1775 Edmund Burke, in his celebrated 
speech in the House of Commons on Con­
ciliation with the American Colonies, pic­
tured the progress of those colonies between 
1704 and 1775 in these w ords:
“Young man, there is America, which at 
this day (1704) serves for little more than 
to amuse you with stories of savage men 
and uncouth m anners; yet shall, before you 
taste of death, show itself equal to the 
whole of that commerce which now attracts 
the envy of the world. W hatever England 
has been growing to by a progressive in­
crease of improvement, brought in by 
varieties of people, by succession of civiliz­
ing conquests and civilizing settlements in 
a series of seventeen hundred years, you 
shall see as much added to her by America 
in the course of a single l ife !”
But the fervent oratory of Burke failed 
to move Parliament; it failed to avert the 
American Revolution; and England lost 
America.
Thus spoke Burke long before the era of 
capitalism; such was the romantic commer­
cial progress of infant America at the time 
of the Declaration of Independence. But 
that was not yet all. The romance was not 
all in matters material. Burke spoke also 
of the temper and character of the country: 
“In  this character of the Americans a love 
of freedom is the predominating feature 
which marks and distinguishes the whole.” 
And one year after Burke’s heroic efforts 
thus failed, those Colonies adopted the 
Declaration of Independence, proclaiming: 
“W e hold these truths to be self-evident, 
that all men are created equal, that they are 
endowed by their Creator with certain un­
alienable Rights, that among these are Life, 
Liberty and the pursuit of Happiness. That 
to secure these rights, Governments are 
instituted among Men, deriving their just 
powers from the consent of the governed.’’
Already, at that stage of our national 
history, we observe the shaping of the sub­
structure of economic liberty and political 
liberty . . . .  the foundations on which our 
economic system is based.
But even the poetic imagination of the 
eloquent Burke could not foresee the civili­
zation that was destined to be reared upon 
that foundation of freedom within 150 
years. The facts have far surpassed fancy.
Conceived in liberty, free and unfettered, 
enlightened selfishness and sturdy individu­
alism were allowed full play. They have 
molded a capitalistic economy which in a 
century and a half since the Declaration of 
Independence has built a civilization that 
has dimmed the glory of all the many cen­
turies that have gone before. Man has made 
conquest of land and sea and sk y ; has reared 
palatial structures that could not have been 
within the wildest prophecies of the greatest 
monarchs of the ea rth ; and has brought to 
the home of the humblest citizens, day by 
day conveniences and comforts that the 
crowned kings of Europe would have 
counted luxuries a few brief centuries ago. 
The prophecy of yesterday becomes the 
commonplace of today. Science knows no 
frontiers. Decade after decade, the general 
standard of living rises.
Yet m ore: this progress in matters ma­
terial has been cumulative. I t  is accelerated 
with each passing decade. That this is so is 
within the personal knowledge of all over 
thirty. But let us have a look at the record:
A table appearing at page 12 of the Janu­
ary, 1936 Letter of The National City Bank 
of New York lists the per capita growth 
of production, consumption and wealth in 
the United States from 1890 to 1929. From
1936 THE CERTIFIED PUBLIC ACCOUNTANT 583
Per Cent
Per Capita 1929
(1890 Base-100) 1890 1929 of 1890
Production o f M etals:
Steel Production
(lbs.) ........................ 152.2 1,040.2 683
Zinc Production
(lbs.) ........................ 2.0 10.3 509
Annual Supply o f Energy
Coal (millions of
B. T. U .) .............. 58.3 131.9 226
Petroleum (millions of
B. T. U .) . . . . . . . . . 3.1 49.7 1,584
Water power (millions
of B. T. U .) .......... 1.4 15.9 1,110
Indus. Materials and M fg.:
Newsprint consumption
(lbs.) ........................ 5.9 61.8 1.047
Cement production
(lbs.) ........................ 0.12 1.42 1,147
Gypsum prod. ( lb s .) .. 5.8 82.6 1,422
Rubber imports (lbs.) 0.5 9.7 1,800
Transport and Communication:
Railway ton—m iles......... 1,211 3,705 306
Telephones per 1,000
population.................... 4 165 4,125
Food Products:
Sugar Consumption
(lbs.) ........................ 51.1 102.4 200
Eggs Consumption
(doz.) ........................ 13.5 18.3 135
Hogs slaughtered per
1,000 population . . . . 374 399 107
Government, Education and Insurance:
Fire insurance cover­
age ( $ ) ........ .............. 233 1,266 543
Life insurance in
force ($) ................ 64 849 1,327
Education expenditures
($) ............................ 2.24 18.87 842
College students per 
10,000 population .. 11 80 740
Not alone in matters material has capital­
ism proved its power. A broad culture has 
developed and flourishes, the choicest fruit 
of capitalism. Moreover, it is a culture not 
restricted to the chosen few. It is spread 
broadcast through the land. The multitude 
and the millionaire share it in common; and 
by virtue of it the pauper of today becomes 
the professor or the capitalist of tomorrow. 
Public education is not only free, it is com­
pulsory. Great seats of learning are found 
in every State in the Union.
Freedom of speech and of the press has 
yielded a land of letters; and free public
libraries from coast to coast make available 
to all their priceless contents of learning.
The healing art has attained notable 
progress. Scientific medicine has removed, 
one by one, the scourges that have plagued 
humankind. Life has been prolonged; 
suffering has been alleviated. Medical cen­
ters, almost divine seats of healing, dot the 
land from shore to shore.
The church flourishes. Art thrives; 
elaborate private collections are rivaled by 
splendid public galleries that may be en­
joyed by the humblest and without cost. 
Nation and state are building great high­
ways and are preserving parks and water­
ways for recreation for today and always. 
Thus Yellowstone and Yosemite and Gla­
cier and Itasca and a host of others link 
our progress with primeval nature.
Such are the fruits of capitalism, the 
crops of the last 150 years. What of the 
next 150 years? Lives there the imagina­
tion so bold as to venture a prophecy? 
Cumulative and accelerated as is our prog­
ress, as we have noted, dare we presume to 
read tomorrow’s secrets? Can capitalism 
continue to enrich the life of man? Can it 
adjust itself to the varying, growing needs 
of civilization and thus survive?
Voices there are, some of them com­
manding respect, that proclaim that it can­
not. If, then, capitalism needs a defense, 
such defense should rest with its philosophy.
But to prepare ourselves to state or ap­
praise that philosophy, let us trace briefly 
the story of the world’s economic evolution:
Yesterday’s Economics
In ancient days the herdsman or the hun­
ter was more or less sufficient unto himself. 
By his own labors, combined with what he 
could wrest from Nature, his simple wants 
were satisfied. In that economy there was 
no capital. This simple stage soon yielded 
to barter and trade. Producing more crops 
than he needed for himself, he bartered 
(money was a later development as a 
medium of exchange and store of value) 
that surplus for something that his neighbor 
had and which he decided he wanted.
Out of this there developed so-called 
“division of labor.” Man ceased to try to 
supply all his wants himself; he found that 
by devoting his time and talent to the pro­
duction of some few things or some one
that table we select the following as illustra­
tions :
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thing he could by exchange in the com­
munity supply all his wants with the prod­
ucts of his neighbors, and so attain a larger 
grand total for himself.
This division of labor or concentration 
paved the way for capitalism. In economic 
thought, wealth is simply the sum total of 
all desirable th ings; capital is that portion 
of wealth devoted to further production. 
Capital may consist of tools, machinery, raw 
materials, buildings, and all other economic 
goods dedicated to producing other goods. 
Thus in the first instance Nature plus 
Labor creates Capital; then the three 
together, plus an enterprising spirit, produce 
goods. Some of these goods are consumed 
and others are retained as capital to produce 
more goods.
By saving some of the things produced 
and using them in further production 
(which is the essence of capitalism), man 
found he could provide more and better 
things. Ingenuity and initiative were 
quickened, invention blossomed, machines 
were designed, and the machine age ap­
peared. This occasioned yet greater divi­
sion of labor and greater accumulations of 
capital. Money expanded into credit and 
the processes of finance developed to facili­
tate production and exchange. Thus the 
modern era is often called Finance Capital­
ism.
Mere division of labor has become re­
fined into intensive specialization. The ma­
chine age is being converted into the power 
age. These refinements and this intensive 
and extensive development have produced 
the modem complex economic system. 
Basically, its fundamentals are the same; 
through the medium of money or credit, 
society exchanges goods and services. 
Through such exchanges, supply and de­
mand are balanced. So long as these ex­
changes or distribution are at a parity and 
unhampered, economic conditions are in 
equilibrium and economic man is happy. 
The economic challenge of today is the 
maintenance of that equilibrium, the main­
tenance of buying-power, of effective de­
mand, so that production (supply) may 
continue unabated.
The Philosophy o f Capitalism
Capitalism, then, is essentially a type 
of economic system. It is the characteris­
tic of the American economic system. The 
philosophy of capitalism is therefore the 
interpretation of the American economic 
system.
Reduced to its simplest terms, its founda­
tion is freedom . . . .  political and economic 
liberty. That freedom more specifically, 
finds its expression in several characteris­
tics :
F irst: Freedom of property, the right to 
own, hold, and use private property and to 
have its sanctity recognized and protected 
by government.
Second: Personal freedom, individualism, 
the right to freedom of action, freedom of 
speech, the liberty of individual achieve­
ment accompanied by the burden of indi­
vidual responsibility.
T h ird : Freedom of competition. The un­
satisfied demand prompts new enterprise, 
with the promise of profit. Conversely, ex­
cessive supply requires the elimination of 
the less efficient competitors.
Fourth: Freedom of contract, applicable 
to both capital and labor.
F ifth : Freedom of opportunity. Doors 
are open wide to those with imagination for 
achievement and with courage to hazard 
time, talent, and capital in the economic 
whirlpool.
S ixth: Freedom to retain the fruits of 
success. This provides the money purpose 
of capitalism, the enlightened selfishness 
where he who ventures may also gain.
The essential ingredient of capitalism is 
thus seen to be freedom. Goods are pro­
duced and distributed to satisfy the wants 
of society. Man’s wants, as regards their 
number and variety, are without limit and 
are always in a state of flux. Capital is the 
means evolved by which a maximum of hu­
man wants may be satisfied at a minimum  
of cost. The producer is free to produce; 
the dealer is free to distribute; the con­
sumer is free to buy or not to buy. Thus 
competition on the one hand and consumer 
choice on the other are the controlling 
forces between demand and supply. N or­
mally, there is a self-adjusting natural flow 
and exchange of services and goods. Mal­
adjustments arise where the exchanges of 
goods and services are hampered and their 
parity disturbed.
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W hy Capitalism ?
Such is the philosophy of the American 
economic system. In all but one-seventh 
of the modern world it holds sway, the key­
stone of civilization today. Except for the 
Russian experiment, it has never been re­
pudiated. Its productive capacity has made 
for the abundance of modern life. It sup­
plies in our economic life the liberty that we 
cherish in our political life. I t adapts itself 
to the inherent selfishness of human nature 
and demands that that selfishness be en­
lightened. It pushes ever forward the fron­
tiers of science and of endeavor, keeps 
alive the imagination, courage and pioneer­
ing spirit of the human race, affords the re­
ward for risk and the incentive for initia­
tive.
Freedom Misconceived
Not all thinkers view this statement of 
our economic system approvingly. There is 
Stuart Chase, for one, who says:
“The awful tru th  is that we are strapped 
together in one gigantic collectivist machine 
lubricated with an abstraction called money. 
Half the misery and confusion in the world 
to day is the result of an inability to appre­
ciate the straps which hold us ; we think we 
are free agents when we are only parts of 
one collective total. These are strong words. 
I wish that I might make them stronger.”
Chase is saying, apparently, that we are 
economic serfs. The thesis of my paper is 
that freedom is the keystone of our eco­
nomic system. Here is an open conflict. 
S tuart Chase is not one with whom we may 
lightly differ; he is remarkably well-in­
formed, with clarity of vision and delight­
ful facility of statement. W e may respect 
his capacity and yet wholly reject his con­
clusions.
In the quoted passage Chase, I believe, 
misconceives freedom. Liberty is not li­
cense ; freedom is not anarchy. The very 
essence of liberty is restra in t; one man’s 
liberty ends where his neighbor’s begins. 
To enjoy freedom ourselves, we m ust re­
spect th e rights of others. This is a principle 
that antedates the American Revolution.
W e must labor for our economic suste­
nance. That, assuredly, is not the ground
of Chase’s criticism. None more than he 
knows the joy of work. “What, then, is the 
meaning of life?” writes Dr. Ames. “The 
end of life is to grow . . .  to grow in knowl­
edge, in achievement, and in the enjoyment 
of growth itself.” O r in the words of Jus­
tice O. W. Holmes: “This is the best of 
life—the job well done.” Under Chase’s 
vision of the economy of the future (or any 
other political or economic system) all will 
be required to work when work is avail­
able. And there is precisely the difference: 
the job will be assigned by central author­
ity, rather than sought by the individual; 
freedom of choice will be no more. I f  serf­
dom there must be, some of us would prefer 
to select our own rather than have it thrust 
upon us.
A fter  Capitalism, W hat?
That capitalism is not without its aches 
and ills and evils is freely admitted. O ur 
productive capacity is not fully utilized. 
O ur capacity to consume is still less fully 
satisfied. The maladjustment is in distribu­
tion. Informed opinion has decreed that the 
solution lies in the avenue of lower prices.
But there are voices that proclaim that 
capitalism no longer has the capacity for 
adequate self-adjustment. It is argued that 
its historical mission has been fulfilled. It 
is said that this system that within so brief 
a span has produced so abundant and mag­
nificent a civilization must yield its place to 
some other. Hence the question: A fter cap­
italism, what ? Let us examine the proffered 
alternatives:
F ir s t : Reformed capitalism. Such is the 
essential philosophy of the New Deal. Gov­
ernment shall direct readjustments of the 
economy. Permanent improvements shall 
be made in our economic system through 
such measures as control of securities, 
banking control, social security provisions. 
But many of these are viewed as inconsis­
tent with American ideals and encroach­
ments upon constitutional guarantees of 
freedom.
Second: Displace or modify capitalism 
with a new system. Human ingenuity thus 
far reveals as possible alternatives Com­
munism, Socialism, Fascism, Nazi-ism, 
Syndicalism, and Anarchism. The distin­
guishing characteristic of all of these is
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domination or dictatorship, the suppression 
of individual freedom. All are thus diamet­
rically opposed to that political and eco­
nomic liberty that are the very core of the 
philosophy of capitalism and of the Ameri­
can tradition in government.
Under Communism, the government 
owns and controls all wealth, particularly 
the means of production. Soviet Russia 
(the Union of Soviet Socialist Republics) 
is experimenting with Communism; it is 
controlled by a dictatorship of a small group 
of the leading figures in the Communist 
party. Freedom of speech, freedom of the 
press, and freedom of assembly are no 
more. Property rights and other private 
rights are gone.
Socialism is essentially the same as Com­
munism, in its ultimate objectives. Social­
ism, however, seeks to attain its end by edu­
cation and the ballot rather than the bullet.
Fascism is regimentation of the economic 
system. It continues private ownership 
(unlike Communism and Socialism) but it 
subjects that private ownership to rigid gov­
ernmental control under the decree of a dic­
tator.
Nazi-ism seems to be essentially the same 
as Fascism. The differences are in degree, 
in the more complete destruction of free­
dom of speech, press, assembly, and reli­
gion, and the greater emphasis on national 
tradition and racial superiority.
Syndicalism is Socialism decentralized. 
In place of a central Socialist government 
there would be an economic federation of 
trade-unions, a working-class Socialism, or 
a trade-union government.
Anarchism is a society without govern­
ment, the complete absence of restraint. 
Liberty would be displaced by license. P ri­
vate ownership and private rights would 
yield to common ownership as under Com­
munism, controlled not by central authority 
but by individual fancy and license.
Is there yet another alternative . . . one 
that has not enjoyed the fullness of exposi­
tion and certainly not of application? 
Shall we call it the New Economics? The 
New Economics declares that the world has 
outgrown the homely economic laws of yes­
terday; those rules are to be discarded, as 
you would cast off an outworn garment. 
They were valid enough in the Economy of
Scarcity of the last century; but in the new 
century’s Economy of Abundance (see the 
brilliant book of that name by Stuart 
Chase) new rules are needed. In the new 
order, goods are to serve, not to sell. If 
goods cannot be exchanged, they are none 
the less to be distributed, given gratis to 
those who can use them. Mal-distribution, 
today’s m ajor difficulty, is thus simply 
solved. A consumer market without limit 
is so provided; and production, with tech­
nology and scientific research in the saddle, 
may proceed unabated. Business enterprise 
is to be displaced by central planning. A 
constitutional convention shall frame a new 
constitution. Even national lines shall yield 
to the W orld State. In brief, there shall be 
an Economic Dictatorship, ruled by an In­
dustrial General Staff. Economic despotism 
and political liberty shall co-exist. The 
mammoth corporations shall surrender to 
one great super-corporation. Science shall 
govern mankind. Capitalism is doomed ; it 
has outlived its usefulness. That in brief 
is the economy forecast by this school of 
thought. W e are told that the world must 
come to this, inevitably, without choice, ac­
cepting it in toto . . .  or else go back to the 
Dark Ages. One wonders.
The Problem
Standing on the battlefield of Gettysburg 
87 years after the Declaration of Inde­
pendence, Abraham Lincoln in that simple, 
straight-forward address that has attained 
enduring fame, posed the problem :
“Four score and seven years ago, our 
fathers brought forth upon this continent 
a new nation, conceived in liberty . . .
“We are engaged in a great civil war, 
testing whether that nation or any nation 
so conceived and so dedicated can long en­
dure.”
O ur capitalistic economy is conceived in 
liberty, political and economic. We are en­
gaged in a great upheaval, testing whether 
that system or any system so conceived can 
long endure.
A fter Gettysburg, the American system 
of political liberty did endure. A fter the 
depression, we face the problem as to 
whether the American system of economic 
liberty will endure.
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T A L K I N G  S H O P
A  D e p a r t m e n t  C o n d u c t ed  by  L e w is  G l u ic k , C .P .A . ,  N e w  Y ork
"Am ong my former clients, now merged 
with a big ‘trust,’ ” began Blank, “was a 
family corporation which made metal goods. 
Mostly staples, but numerous household 
novelties. About eight years ago one of the 
brothers, and the plant manager, conspired 
to get out one that they thought would have 
popular appeal to housewives. If  directions 
were followed it would do things nicely 
without impairing the lily whiteness of 
hands. But one of the older brothers char­
acterized it as ‘a modern inconvenience’ and 
so it proved to be, though they pushed it 
hard in a well-advertised sales campaign.”
“Speaking of modern inconveniences,” 
said Oldtimer, “how about the flat top, sit- 
down-as-you-work desk, that makes its user 
an executive ?”
“Gee, Oldtimer,” said the Kid, “you’ve 
got something there. You know I upheld 
air conditioning; and I like things up-to- 
date, but believe me, I wish that there would 
be more old-fashioned high stand-up 
desks!”
“Well I ’ll be— !” exclaimed Blank. “The 
Kid’s gone atavistic on us.”
“Says which,” asked Star. But Oldtimer 
resumed.
“Granted that the old type desk was un­
comfortable at times, and because of its in­
flexibility you sometimes had to hire book­
keepers by height instead of ability, in order 
that they would fit the desks you had in the 
office, the old desks were vastly more effi­
cient. The modern desk is O.K. for all office 
work that does not involve large papers, or 
books. An ordinary ledger can be used on 
one; but the cash book is almost always too 
big; and when you must post from one to 
the other it means continuous twisting of 
the body, strain on the arms, hands and 
eyes; and many a misplaced figure besides. 
It is even worse for work sheets, where you 
must have books, memos, worksheets and 
all on the desk simultaneously. Yet it is in 
few places that you have the old desks. At
them you could, as the Kid seems to have 
discovered, sit on a stool while doing com­
pact work, and step in either direction when 
the work was spread out, keeping align­
ment; promoting accuracy, and also com­
fort.”
“And also health and efficiency,” said 
Philo. “I guess you know that insurance 
companies have all kinds of experts on their 
staffs, including psychologists. One of them 
I know made quiet, but careful, observation 
of clerical workers at the two types of 
desks; and the high stand-up type workers 
were way ahead of the others. And the rea­
sons are so simple that you wonder that a 
psychologist would admit them. Sit in one 
position over an hour, especially if you have 
to twist around to write in the books, as 
Oldtimer describes, and you just have to 
get up and stretch, or get the fidgits; and 
either way your work and your nerves suf­
fer. But work at the old style desk and you 
avoid the tw ists; and you can stand and 
work when tired of sitting; and sit when 
tired of standing; and your nerves may be 
rasped by other things but not that. So this 
insurance company is gradually replacing 
the new desks with old type ones.”
“Well,” said Blank, “this thing seems to 
have gotten away from me. W hat I started 
to lead up to was that Dash and I recently 
got a real old pulpit of a desk from a client 
who was moving and was about to scrap i t ; 
and we put it in our office, and almost fight 
to see who shall use it, it’s that comfortable.”
“Trouble is,” said Oldtimer, “that twenty- 
five years or so ago the desk people put over 
such a fine sales campaign that the public 
at large expects to see flat desks; and the 
younger workers, who don’t know how good 
the high desks are, get insulted if you ask 
them to work at them.”
“Yes,” replied Philo, “but don’t think 
for one minute that the insurance company, 
and many banks, are reverting to the old 
rigid wooden desk. No indeed! The new
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ones are metal; with fine linoleum tops; al­
most scratch-proof; sanitary; and what is 
much more important, equipped with sim­
ple knobs, screws, slides or other gadgets 
so that they can be fitted to anyone’s height. 
They look well, and they work well.”
“Come to think of it,” said Oldtimer,” I 
saw a set-up like that in a firm of engineers; 
but I thought it applied only to drafting 
tables. Naturally engineers would be ahead 
of us on such things.”
“I resent that ‘naturally,’ ” said the Kid. 
“W e can be just as efficient and more so if 
we want to be. And believe you me, I ’m 
going to be Johnny on the spot for the busi­
ness show this month, to see what I can see, 
not only for my own office, but my clients.” 
“Good for you, Kid,” said Oldtimer.
From the New York Tribune of August
16 we quote th e following from an account 
of a queer character who lived in Barn­
stable, Mass., about the time of the Revolu­
tion : “Dr. Hersey was very exact in his 
accounts, and one Davis, receiving his an­
nual bill, found thereon a credit. ‘For chas­
ing calf and not catching it, 4d.’ His will 
divided his estate among the several 
churches in the county in the proportion to 
which each town had employed him as a 
physician.” It must have taken some darn 
good accountants to have made that dis­
tribution, correctly, even from good ac­
counts.
P e r s o n a l it ie s  
Earl H. LeMasters had his picture in the 
N. Y. Evening Sun  on August 26. Ed. 
Romaine has announced his retirement from 
public practice on January first. W e’ve bet 
him a good dinner he’ll be back again in less 
than five years. Mr. J. O. McKinsey, of 
Marshall Field, gave a fine talk on Manage­
ment, at Radio City September 15. It was 
illuminating to hear this C. P . A. tell why 
his corporation threw away eighteen million 
dollars in sales, to increase the net profits.
W e want to make two comments on an 
editorial which appeared in the Journal of 
Accountancy for September. On page 167 
is a tabulation of English examination re­
sults. I t  is not totalled by columns. That 
is what one expects, unfortunately, from
lawyers; it is distressing in a professional 
accounting publication.
On page 169 we find this, “Candidates 
select the easiest problems to answer first, 
and consequently leave themselves short of 
time to answer problems which carry the 
greatest weight.” W e object to everything 
implied in this, and agree with the facts. 
As a student we were taught, and as a 
teacher we stress, the need for doing 
exactly what the candidates do. The trouble 
lies in the disproportionate weight given 
some problems; and the still more dispro­
portionate time required for others.
The results of the “short ones first” 
method are illustrated by the following case 
(names on file) of two candidates on an 
Institute examination. They were partners 
in practice. One was a university graduate; 
the other a practical man with correspond­
ence school background. The former 
passed; the latter failed. W as it a triumph 
of the university? Only to this extent: E x­
perience with examinations such as no cor­
respondence school can give, had instilled 
a time sense into the graduate which enabled 
him to pass. Specifically this is what hap­
pened. The exam called for four short (not 
necessarily easy) problems aggregating 65 
points; and one long one, which was the 
first on the paper, for 35 points.
The practical man dug into this whopper 
and in four hours turned out a solution 
which the examiners allowed was well nigh 
perfect. But in the remaining hour he could 
not get through enough of the remaining 
questions to get a passing 75. The college 
man remembered his training. He answered 
all the short problems in 3 hours. He got 
60 for them. Then he tackled the big one. 
He was a little more than half through when 
time was called. As far as he had gone, he 
was correct. There was a well-founded im­
pression in the examiners’ minds that he 
would have continued to be substantially 
correct as to the remainder, for his proce­
dure was correct. So they gave him 17 for 
the part completed, which passed him @ 77.
The next time the practical man took the 
exam he passed with a high grade.
T a x e s
A case for sore eyes is the Murine Com­
pany, decided in the U. S. Court for the 
Northern District of Illinois on June 22.
1936 THE CERTIFIED PUBLIC ACCOUNTANT 589
The case of Heinz, 34 BTA No. 136 is 
worth reading complete. We like the resu lt; 
we also realize that it must be of particular 
importance in that four very prominent at­
torneys appeared as Amici Curiae. A. C. 
McClosky, C.P.A., got a nice rule 50 in the 
case of Toy et al, 34 BTA No. 135. T.D. 
4674 is an annoying document. Particularly 
is the fiat that a dividend must be received 
by the taxpayer to be deductible by the pay­
ing corporation. The illustration involves 
a foreign resident and a lot of time. But 
just imagine a domestic case. Corporation 
mails checks to reach stockholders for 
Christmas. This year it falls on Friday. 
Taxpayer doesn’t get to the bank next 
morning; hangover or what not. I t  is the 
28th before he deposits; and the bank rules 
are that deposits cannot be drawn against 
till collected. Even in cities which have 
clearing houses this amounts to three days. 
Suppose the corporation’s fiscal offices are 
in New York, and the stockholder in Chica­
go. Even with airmail it will be January 4 
before the stockholder will really have re­
ceived the dividend. If  this thing is seri­
ously upheld, it is going to be tough (putting 
it in printable language.) This was written 
before Godfrey Nelson made his fine anal­
ysis of the same point in the N. Y. Times 
on September 4. In Collier’s for August 
first was a curious story. As a story it was 
pretty good; but it contained one gross 
error that irked us so that we wrote the 
Editor, and got a courteous form acknowl­
edgement. But to date he has not seen fit 
to correct the false impression which the 
author’s ignorance, or naïveté, created, so 
we must do so. The chief character of the 
story is represented as a wealthy man; 
$100,000 in bank ; smokes expensive im­
ported cigars; employs a valet; hobnobs 
with millionaires; makes a big salary; and 
pays only $500 per annum income tax. It 
would be a joke if it were not so serious, 
for it is just people who do that, and think 
they are getting away with something till a 
revenue agent catches them, that cause so 
much, trouble for the honest taxpayer. A 
ten-word telegram to the Jersey Convention 
at Asbury on September 12 couldn’t begin 
to convey our sorrow over not being able 
to be there; so we repeat it here. The New 
York meeting on September 21 was a big 
success. The undistributed surplus tax law
certainly is an attendance stimulater. Be­
latedly we note that J. S. Seidman had a 
column and a half article in the New York 
Tribune of August 16, dealing with taxable 
stock dividends. You thought there were 
no such things ? So did we. But sometimes 
there are. O r at least the Treasury Depart­
ment says so.
Nowadays clean-cut BTA decisions “ for 
the petitioner” are rare, even for lawyers. 
Congratulations then to Geo. Busch, a 
C .P.A. who got one of them for Beers, 34 
BTA No. 118. The case of Geo. W. Lind­
say, decided on July 29, is not of vital tech­
nical importance. It is noteworthy because 
the plaintiff is an ex-congressman, from 
Brooklyn, who attempted to deduct his 
traveling expenses between New York and 
Washington on many occasions; and also 
his living expenses while in Washington, as 
being ordinary and necessary expenses inci­
dent to his earning his Congressional sal­
a ry ; and, keeping his job. Don’t be fooled 
by that “ex.” There are more like him in 
Congress; and when such bold-faced at­
tempts to get around the law are made by 
the very men who enact the laws, is it any 
wonder we have the tax statutes which 
curse us? On August 8 Treasury Decision 
No. 4674 came out. According to the New 
York Times, the officials characterized the 
regulations covering points of law relating 
Well, they are, if you don’t care how much 
tax  your stockholders p ay ; or whether you 
to distribution of earnings as “simple.” 
have anything left for your creditors.
E v e r y b o d y  T r a n s f e r
We were in the midst of composing a 
tear-stained valedictory and tearing our 
rapidly graying hair about what to put in 
and omit in this last issue of the Shop when 
the reprieve came. The T ax Magazine of 
205 W est Monroe Street, Chicago, Ill., 
offered to take over the Shop; and we ac­
cepted. I f  you want to continue to follow 
the ravings of Oldtimer, the Kid and Co. 
and find a place for your own thoughts, 
comments, and experiences in accountancy, 
and hobbies, get in your subscription at 
once. W e hope that our numerous friends, 
critics and others will continue to meet us 
in the columns of the other magazine.
Please address all correspondence in care 
of the magazine. Thanks.
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O n e  N a t i o n a l  O r g a n iz a t i o n
Report of Committee
My report to you in behalf of the Com­
mittee on One National Organization will 
be very brief.
In view of the amendment adopted on 
November 11, 1935, transferring special 
authorization on this subject to the Execu­
tive Committee. I asked to be relieved of 
the work of the Chairman, and I also asked 
for the discharge of our Committee. I take 
this occasion to express to the members of 
the Society my sincere appreciation of the 
dedication of time and effort which my 
associates on this Committee made to the 
work in hand. A great deal of time and 
energy was consumed by the individual 
members whose sacrifices stand as a monu­
ment of their loyalty to the aims and pur­
poses of the Society.
As we look back upon past events and 
confidently look forward to the future. I 
am quite sure that all the members of our 
Committee are happy to have had an oppor­
tunity to serve the Society in this work 
in spite of the difficulties and temporary 
embarrassments—personal and otherwise 
—which this service entailed.
Respectfully submitted,
J o h n  T. M a d d e n , Chairman
Report of Executive Committee
The work of the Executive Committee 
during the past year has centered largely 
around the problem of consolidating the 
American Institute and The American 
Society for the purpose of acquiring a 
single national professional accounting or­
ganization.
During the entire year the Committee 
has functioned as if no such plan was con­
templated and yet it has recognized that 
the present professional trends demanded 
that eventually each profession must be 
represented by one basic national organiza­
tion.
During the last ten years each change in 
policy of either the Institute or Society has 
resulted in eliminating the differences in 
viewpoints which existed when the Society 
was organized.
Four more meetings of the Executive
Committee have been held this year than 
usual and all centered around the problem 
as to how to effect a consolidation that 
would be lasting.
The futility of working out a solution 
which would be satisfactory to everybody 
was recognized. It was believed that if 
plans could be developed that met the ap­
proval of 75 to 80% of the membership, 
the benefits to the profession which resulted 
would demonstrate the advisability of the 
action.
In accordance with action taken at Kan­
sas City an amendment was adopted, with­
out a dissenting vote, giving the Executive 
Committee authority to take any action 
which it deemed necessary during the year 
ending August 31, 1936.
The Kansas City meeting, acting on the 
report of the Special Committee of the In ­
stitute and the Society, made certain sug­
gestions to the Institute, the most im­
portant of which was to the effect that a 
joint questionnaire should be submitted by 
the Executive Committees of both the In ­
stitute and Society to their respective mem­
berships.
The result of the questionnaire, when 
finally framed after a joint meeting, war­
ranted a second joint meeting to discuss 
some questions of detail.
It was agreed by both committees that 
the details of consolidation could not be 
completed before some time in December 
and a second amendment was prepared, ex­
tending indefinitely the authority granted 
to the Executive Committee on questions 
relating to the consolidation. This amend­
ment was adopted with only one dissenting 
vote.
During the second joint meeting of the 
Executive Committees, one of the ques­
tions raised was “How should the future of 
The Society be preserved ?”
It was decided that while members of 
the Society were to be automatically trans­
ferred to the Institute, which was to be 
the continuing functioning body, it would 
be well to amend the Constitution and By- 
Laws of the Society so as to provide for its 
continued existence by automatically trans­
ferring all certified members of the Insti­
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tute to membership therein and providing 
that the Executive Committee of the 
Society should serve as a Board of Trustees 
until all matters of detail in connection 
with the consolidation had been completed, 
after which the Executive Committee of 
the Institute should serve as such Board of 
Directors.
Proposed amendments covering these
provisions have been presented to the State 
Representatives for ratification or rejec­
tion.
W m . D . M o r r iso n  
H a r r y  M . J a y  
D u r a n d  W . S p r in g e r  
W i l l ia m  C. H e a t o n  
H e n r y  J . M il l e r
Executive Committee.
The amended Constitution and By-Laws of The American Society became 
effective as of October 22, 1936, such announcement having been made by President 
Jay. They are as follows:
Constitution and B y-L aw s
of
The Am erican Society of Certified Public Accountants 
Article I
The name of this organization shall be The American Society of Certified 
Public Accountants.
Article II
The objects of this Society shall be (a) to protect and foster the certificate of 
Certified Public Accountant as granted by the States, other political subdivisions, 
and the possessions of the United States of America, all of which hereinafter shall 
be denominated as States; (b) to assist Government authorities in regulating the 
public practice of accounting to the end that it may become a legalized profession; 
(c) to improve the standards of the accounting profession; and (d ) to encourage 
and promote affiliation with this Society by organizations of certified public ac­
countants in the several States, all of which hereinafter shall be denominated as 
State organizations.
Article II I
Membership in this Society shall be confined to certified public accountants 
who hold valid certificates as such granted by the States. Any such certified public 
accountant shall be admitted to membership in this Society whose application is en­
dorsed by two members of the Society and on which a signed statement is made by 
the secretary of a State organization of certified public accountants of the date of 
the applicant’s admission thereto as a member, and that he is at that time a member 
in good standing.
All present and future members of the membership corporation organized 
under the laws of the District of Columbia now known as the American Institute of 
Accountants who are certified public accountants shall, without formal admission, 
be members of this Society during the period of their membership in said cor­
poration.
Article IV
The affairs of this Society shall be managed by a board of trustees. The present 
executive committee of this Society shall serve as such board until the by-laws of 
the corporation now known as the American Institute of Accountants have been
592 THE CERTIFIED PUBLIC ACCOUNTANT October,
amended to permit the admission to membership of members of this Society in good 
standing as of August 31, 1936. A fter such amendment has become effective said 
board shall be composed of the persons who are from time to time the members of 
the executive committee of the corporation now known as the American Institute of 
Accountants.
Article V
The board of trustees shall elect a president of this Society from their number, 
and shall elect a secretary who need not be a member of the board of trustees. There 
shall be no other officers.
Article VI
There shall be no dues.
Article V II
Meetings of this Society shall be held when called by the board of trustees
Article V III
The officers of the Society are authorized and directed to put into operation a 
certain plan of merger between The American Institute of Accountants and the 
American Society of Certified Public Accountants, dated September 21, 1935, and 
signed for the American Institute of Accountants by Frederick H. Hurdman, Chair­
man, and other members of a special committee on cooperation with other organiza­
tions, and for The American Society of Certified Public Accountants by John T. 
Madden, Chairman, and other members of a special committee on one national 
organization, as amended to permit the admission to the American Institute of Ac­
countants of members of this Society in good standing on August 31, 1936.
Article IX
Further amendments to the Constitution and By-Laws of this Society may be 
made in the following m anner: Any such amendment shall first be approved by a 
two-thirds vote of the board of trustees. It shall then be submitted by mail to the 
members of the Society. I f  approved by a majority of all the members by mail 
ballot, it shall become effective.
A  V o i c e  f r o m  t h e  P a s t
There are persons who constantly clamor.
They complain of oppression, speculation 
and the pernicious influence of accumulated 
wealth.
They cry out loudly against all banks and 
corporations and all means by which small 
capitalists become united in order to produce 
important and beneficial results.
They carry on mad hostility against all 
established institutions.
They would choke the fountain of indus­
try and dry up all streams.
In  a country of unbounded liberty, they 
clamor against oppression; in a country of
and earth against privilege and monopoly.
In a country where property is more even­
ly divided than anywhere else, they rend the 
air shouting agrarian doctrines. In a coun­
try where wages of labor are high beyond 
parallel, they would teach the laborer he is 
but an oppressed slave.
Sir, what can such men want ?
W hat do they mean ?
They can want nothing but to enjoy the 
fruits of other men’s labor. They can mean 
nothing but disturbance and disorder, the 
diffusion of corrupt principles and the de­
struction of the moral sentiment and moral 
habits of society.—Daniel W ebster, to the
perfect equality they would move heaven United States Senate, M arch 12, 1838.
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R e g i o n a l  R e p r e s e n t a t i o n  A m e n d m e n t s
Proposed by Society based on State So­
ciety Presidents’ recommendations.
Amend Section 1 of Article V II—Coun­
cil and Officers—to read as follows:
Section 1. The Governing body of the 
Institute shall be a Council consisting o f :
(a) Forty members in practice elected by 
districts; The United States and its 
possessions shall be divided into dis­
tricts in such manner as the Council 
shall, from time to time, provide, ex­
cept that there shall be not less than 
twelve districts and no district shall be 
less than a state in area. There shall 
be elected from each district a number 
to be fixed by the Council proportionate 
to the number of members in such dis­
trict, except that not more than six 
shall be elected from any district. Prior 
to the annual meeting of 1937 forty 
members shall be elected in the manner 
provided by Section 4 of Article X I to 
take office contemporaneously with the 
election of officers at the 1937 meeting. 
Ten shall be elected to serve for one 
year or until their successors shall have 
been elected, ten for two years or until 
their successors shall have been elected, 
ten for three years or until their suc­
cessors shall have been elected, and ten 
for four years or until their successors 
shall have been elected, and thereafter 
in each succeeding year ten shall be 
elected for terms of four years, or until 
their successors shall have been elected. 
If  and when the total membership of 
the Institute reaches the number of 
5,500 the number of members of the 
Council to be elected by districts shall 
be increased to 42, and shall thereafter 
be increased by two for each addi­
tional 500 members of the Institute, 
in which case the additional mem­
bers so elected to the Council shall 
first be given terms of such length in 
the discretion of the Council as will 
make as nearly as possible one-fourth 
of the terms expire each year. To be 
eligible for election under this sub-
Proposed by Institute paralleling State 
Society recommendations except at two 
points.
Amend Section 1 of Article V II—Coun­
cil and Officers—to read as follows:
Section 1. The governing body of the 
Institute shall be a Council consisting of :
(a) Thirty-five members in practice 
elected by districts: The United States and 
its possessions shall be divided into districts 
in such manner as the Council from time to 
time shall provide, except that there shall 
be not less than twelve districts, and no dis­
trict shall be less than a state in area. There 
shall be elected from each district a number 
to be fixed by the Council proportionate to 
the number of members in such district, ex­
cept that not more than six shall be elected 
from any district. P rior to the annual meet­
ing of 1937 thirty-five members shall be 
elected in the manner provided by Section 
4 of Article X I to take office contemporane­
ously with the election of officers at the 1937 
meeting. Seven shall be elected to serve 
for one year or until their successors shall 
have been elected, seven for two years or 
until their successors shall have been elected, 
seven for three years or until their succes­
sors shall have been elected, seven for four 
years or until their successors shall have 
been elected, and seven for five years or 
until their successors shall have been elected, 
and thereafter in each succeeding year seven 
shall be elected for terms of five years or 
until their successors shall have been elected. 
To be eligible for election under this sub­
section a member must have been a certified 
public accountant for at least ten years.
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section a member must have been a cer­
tified public accountant for at least ten 
years.
(b) Members in practice elected at large. 
Until the election of officers at the 1939 
meeting those members of the present 
Council of the Institute whose terms 
shall not have expired, including mem­
bers elected at the 1936 meeting, shall 
continue as members of the Council. 
At the 1939 meeting twelve members 
shall be elected in the manner provided 
by Article X I for the election of mem­
bers of the Council at large. Three 
shall be elected for one year or until 
their successors shall have been elected, 
three for two years or until their suc­
cessors shall have been elected, three 
for three years or until their successors 
shall have been elected, and three for 
four years or until their successors shall 
have been elected, and thereafter in 
each succeeding year three shall be 
elected at the annual meeting for terms 
of four years, or until their successors 
shall have been elected.
(c) The following officers of the Institu te: 
a president, two vice-presidents (both 
vice-presidents shall not be residents 
of one state), and a treasurer, all of 
whom shall be members in practice and 
shall be elected at the annual meeting 
for a term of one year or until their 
successors shall have been elected.
Amend Article X I—Nomination and 
Election of Officers and Members of Coun­
cil—as follow s:
W herever the words “members of the 
Council” now appear they shall be amended 
to read “members of the Council elected at 
large.”
Further amend Article X I by inserting 
an additional Section 4 thereof as follow s: 
The manner of nomination and election of 
members of the Council to be elected from 
any district may be determined and may be 
changed from time to time by a by-law for 
that district in writing—signed by a m ajor­
ity of the members from that district and 
filed with the secretary of the Institute. 
Until such a by-law has been so filed the 
method of nominations and elections of 
members of the Council elected by districts 
shall be as follows: The secretary shall mail
(b) Thirty-five members in practice, not 
more than six of whom shall be residents 
of the same state, seven of whom shall be 
elected at each annual meeting for a term 
of five years or until their successors shall 
have been elected.
(c) The following officers of the Insti­
tute: a president, two vice-presidents (both 
vice-presidents shall not be residents of one 
state), and a treasurer, all of whom shall 
be members in practice and shall be elected 
at the annual meeting for a term of one 
year or until their successors shall have been 
elected.
Amend Article X I—Nomination and 
Election of Officers and Members of Coun­
cil—as follows:
W herever the words “members of the 
Council” now appear they shall be amended 
to read “members of the Council elected at 
large pursuant to Section 1 (b) of Article 
V II.”
Further amend Article X I by inserting 
an additional Section 4 thereof as follows: 
The manner of nomination and election of 
members of the Council to be elected from 
any district pursuant to Section 1 (a) of 
Article V II may be determined and may be 
changed from time to time by a by-law for 
that district in writing signed by a majority 
of the members from that district and filed 
with the secretary of the Institute. Until 
such a by-law has been so filed the method 
of nomination and election of members of 
the Council elected by districts shall be as 
follows: The secretary shall mail to all 
members in each district from which an 
election is to be held nomination ballots at 
least four months prior to the date of the 
annual meeting. Members residing in these
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to all members in such district from which 
an election is to be held nomination ballots 
at least four months prior to the date of 
the annual meeting. Members residing in 
these districts may mail nominations to the 
secretary, on such ballots within thirty days 
of the issuance of such ballots by the secre­
tary. The secretary shall thereafter prepare 
election ballots placing thereon the names 
of the two nominees from each district re­
ceiving the greatest number of votes in the 
nominating ballot for each place to be filled, 
and shall mail such election ballots to all 
members in each district from which an 
election is to be held at least two months 
prior to the date of the annual meeting. 
Members may vote by returning such elec­
tion ballots to the secretary within thirty 
days of their issuance by the secretary. The 
secretary shall count the ballots and shall 
as soon thereafter as practicable announce 
the result of the election. The Council shall 
have power to allocate the original terms of
1, 2, 3 and 4 years among the districts on 
as equal a basis as practicable.
districts may mail nominations to the secre­
tary on such ballots within thirty days of 
the issuance of such ballots by the secretary. 
The secretary shall thereafter prepare elec­
tion ballots placing thereon the names of the 
two nominees from each district receiving 
the greatest number of votes in the nominat­
ing ballot for each vacancy, and shall mail 
such election ballots to all members in each 
district from which an election is to be held 
at least two months prior to the date of the 
annual meeting. Members may vote by re­
turning such election ballots to the secretary 
within thirty days of their issuance by the 
secretary. The secretary shall count the bal­
lots, and shall as soon thereafter as prac­
ticable announce the result of the election. 
The Council shall have power to allocate the 
original terms of 1 ,2 ,3 ,4  and 5 years among 
the districts on as equal a basis as is prac­
ticable.
W e e  B i t s  o n  A c c o u n t a n c y
R e g u l a r l y  C o n t r ib u t e d  b y  L o u is  S. G o ld ber g , C.P.A., Sioux C ity , Iowa
Culture for Our Leisure
Our economic lives, we are told, are to 
be fashioned anew, to yield a more abundant 
leisure. Be that as it may, leisure more or 
less we have and shall have. Some there are 
who offer aid in our thinking about its use 
in the development of a larger measure of 
culture, public and private.
Fertile fields to explore are suggested in 
the below-named realms of thought: 
Education 
Geography
History of Civilization
Economics
Economic History
Poetry
Novels
Music Appreciation 
Science, Philosophy, Religion 
Biography
Topical History 
Present-Day Problems.
W hat rare delights are offered in these 
fascinating fields! How much of our leisure, 
new and old, is or will be devoted to these 
themes; how much diverted from the 
bridge-table, the cocktail lounge, the dance- 
hall, the jazz-radio, and a multitude of other 
distractions suffered in the name of recrea­
tion or pleasure?
The radio could achieve much, and is 
doing something, in some of these fields; 
but in the main it must, commercialized as 
it is, cater to the tastes of society.
How many small groups of kindred souls 
could be formed for animated discussion of 
these delightful themes? How many fire­
sides can be dedicated to browsing through 
these plentiful pastures? Can our civiliza­
tion produce the genius who will make these 
pastimes fashionable ?
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T h e  R e p o r t  o f  t h e  S e c r e t a r y
To the Officers, Directors, State Represen­
tatives and Members of The American
Society of Certified Public Accountants:
The year closing August 31, 1936, has 
presented a greater variety of problems cen­
tering in the office of the Secretary than any 
other year since the Society was organized 
in 1921.
A t the close of the Kansas City meeting 
a year ago a suggestion was made to the 
American Institute, following reports re­
ceived from joint special committees of the 
two organizations, that a joint questionnaire 
should be sent to the members of the two 
organizations in order that the officiary of 
both might have a definite report from the 
profession as represented in both member­
ships as to their desires on the points con­
cerning which the special committees had 
not been able to reach an agreement.
During the first half of the year there 
was an element of uncertainty as to what 
would be the final outcome of the negotia­
tions looking toward a single national or­
ganization. This fact reflected itself in all 
phases of activity carried on by the Society. 
While the Secretary has maintained from 
the beginning that the final outcome of 
negotiations would be successful, no one 
was able to venture a guess as to when or 
just how the decision finally would be 
reached.
The Executive Committee, charged by an 
amendment to the Constitution adopted fol­
lowing the Kansas City meeting, was spe­
cifically authorized “to prepare and submit 
to the members of the Society, for a vote 
thereon, any referendums, amendments or 
rules of authorization which it may deem 
expedient, and to take any other actions 
under authority which may be granted it as 
the result of such vote or votes, any provi­
sions in the Constitution and By-Laws that 
would restrict its freedom in this m atter to 
the contrary notwithstanding.” That amend­
ment was adopted with the further provi­
sion that it should be in full force until 
August 3 1 , 1936, the close of that fiscal year.
The Executive Committee decided that 
the work of the Society should be carried 
on as a going concern entirely independent 
of any negotiations then or thereafter in
progress until such time as there should be 
a completed consolidation of the Institute 
and the Society.
The volume of inquiries touching on this 
subject during the year was much larger 
than in both of the two preceding years and 
the variety of inquiries was considerably 
more extended.
W hen the two executive committees did 
get together for their first joint meeting they 
found, after a discussion of the whole prob­
lem, that it was not as hard to obtain a meet­
ing of minds as had been anticipated. A fter 
the results of the joint questionnaire had 
been announced and a majority of votes and 
proxies had been given for use at the annual 
meetings, the committees had a second joint 
meeting for the purpose of considering some 
matters of detail on which it was necessary 
to reach an agreement prior to the time of 
the annual meetings. Again, when they got 
together, it was found that there was prac­
tically a unanimous viewpoint on the topics 
that were up for consideration.
On invitation of the Minnesota Society 
the Kansas City meeting decided to hold the
1936 meeting at Minneapolis, in September. 
It was felt by both executive committees 
that if the two annual meetings could be 
held at about the same time and place it 
would afford an opportunity for a better 
consideration of any unsettled questions of 
detail. The Minnesota Society felt that the 
profession would be advanced if the sug­
gested arrangement could be made and while 
they had already developed their plans to a 
considerable extent, in the interest of the 
general welfare they withdrew any claims 
that they might have had. The decision was 
then reached to hold the annual meeting at 
Fort W orth, Texas, two days previous to 
the Institute meeting at Dallas.
In general, it was agreed by both execu­
tive committees that although the consolida­
tion should be as of August 31, 1936, it 
would be some time in December before all 
details could be completed. Under the limi­
tation of the amendment adopted last fall, 
granting special authority to the Executive 
Committee until August 31, 1936, the com­
mittee proposed a second amendment ex­
tending the authority indefinitely. That
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amendment was carried and the Executive 
Committee decided to submit an amended 
Constitution for The American Society. 
This action was taken following the discus­
sion of the committees as to what should be 
the future of The American Society.
It had been originally agreed that the con­
solidation should be made through the In­
stitute, in view of certain property condi­
tions which it was not thought wise to dis­
turb. All members of The American Soci­
ety were to be transferred to the Institute 
without any fee or examination but on the 
endorsement of the President and Secretary 
of the Society that they were in good stand­
ing as of August 31, 1936.
Pending possible later utilization of the 
charter of The American Society, it was 
agreed that amendments should be made 
under which all members of the Institute 
who were certified public accountants would 
automatically become members of the Soci­
ety, that the Executive Committee of the 
Society should serve as a Board of Trustees 
until the completion of the membership 
transfers and other details connected with 
the consolidation, after which the Executive 
Committee of the Institute as it was con­
stituted from time to time should serve as 
the Board of Trustees. It is believed that 
as the result of the decisions already reached 
and of those still in progress, there will re­
sult a single national organization which 
will be truly representative of the profes­
sion as a whole.
As will be noted by the committee reports, 
some of which are before you in printed 
form, the year has been an average one in 
committee activities.
Congress has had under consideration 
during the past year more matters in which 
accountants were interested than in any year 
during the lifetime of the Society. It is 
impossible to paint a picture of the problems 
with which a national professional organ­
ization has to deal in its congressional rela­
tionships. Congress is not able from within 
its own group to successfully solve Federal 
difficulties. It needs the assistance of those 
who are better acquainted with the details 
of the activities of the several groups in­
volved. The help which these group leaders 
can furnish is often sought by members of 
Congress and is usually appreciated when 
voluntarily offered. A small group in Con­
gress has proclaimed loudly against lobby­
ists, without attempting to distinguish be­
tween the man who approaches the problem 
with an ulterior motive and the one who 
tenders his services as a patriotic citizen 
having in mind the benefit to the public as 
a whole.
The accountancy profession has been 
given more recognition since the office of 
The American Society was established in 
Washington than it previously had. One of 
the greatest responsibilities on the office in­
volves its relationship to the various govern­
mental units which have been unusually in­
creased in this and recent years. Very few 
days pass that contacts are not sought by 
those units with the office of the Society. 
Sometimes they desire information with re­
gard to individual practitioners; sometimes 
they wish information regarding the relative 
value of different State C. P. A. laws; some­
times they ask for information regarding 
practice procedure.
On the other hand, ofttimes the profession 
is seeking contacts with the governmental 
units for the purpose of assisting, if it can, 
in seeing that regulations, which are often 
more important to the public than the law 
itself, do not run contrary to the practical 
problems which they are designed to cover.
President Morrison has not been able to 
visit the State societies this year as exten­
sively as did his immediate predecessors. It 
has been necessary for the Executive Com­
mittee to hold four more meetings this year 
than usual. This has taken more time than 
in normal years would have been spent in 
State society visitations.
During the year 21 of our members have 
answered the last roll call. For the second 
time a past-president, John B. Tanner, is 
listed in that group. The list follows:
Adams, James Joseph—New York.
Andrews, T. A.—Tennessee.
Blandford, George M.—Massachusetts.
Byrne, Julien K.—Louisiana.
Cameron, James—New York.
Cohen, Joseph D.—California.
Cranmer, Clarence R.—District of 
Columbia.
Crowell, John Ward—New York.
Ginsberg, Isidor—New York.
Greendlinger, Leo—New York.
Kluge, G.—Philippine Islands
MacGregor, John E.—-Minnesota.
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McHeffey, Thomas L.—New York.
Moore, Charles—Tennessee.
Payne, Robert E.—Illinois.
Quigley, Andrew J.—Illinois.
Quinn, John J.—New York.
Scott, Harry B.—Ohio.
Tanner,  John B.—Michigan.
Weitz, Paul Godfrey—New York.
Welch, James F.—New Jersey.
The Board of Directors had an un­
usually busy Spring meeting, most of the 
time being given over to a discussion of 
problems centering around the single na­
tional organization.
The membership of The American So­
ciety on September 1, 1935 was 2129. Dur­
ing the year 319 have been added through 
new members and reinstatements; 21 have 
died; 42 have resigned; and 199 were 
dropped, mostly for non-payment of dues. 
The membership August 31, 1936 was 
2186.
The result of the Joint Questionnaire is 
as follows:
Number entitled to vote..................... 2186
Number who voted.............................1604
Negative votes on
First Question............................. 31
Negative votes on
Second Question.........................  56
Negative votes on
Third Question...........................  45
The probability that the consolidation 
would be concluded appealed to different 
members of the profession in an opposite 
manner. Some did not wish to be trans­
ferred and when the final decision was 
reached they did not feel any responsibility 
for paying their dues and, therefore, 
dropped out through that route. Others, 
feeling that the negotiations would be suc­
cessful and not seeing the necessity of pay­
ing dues in both organizations, dropped out 
of the Society without paying their dues. 
On the other hand, there were several of 
our former members who asked for rein­
statement because of the probability of 
consolidation and some new members made 
application for the same reason.
This report is presented at the end of ten 
years of service to the Society as Secretary 
and Editor of its official organ. It has been 
my privilege to serve the Society in every 
official capacity save one, the Treasurer­
ship. The records of the Board of Directors
meeting as given on page 10 of the January, 
1923 issue of T h e  C e r t i f i e d  P u b l i c  Ac­
c o u n t a n t  read, “Mr. Springer presented a 
general statement with regard to the future 
of the Society and expressed his willingness 
to serve in any capacity except that of Presi­
dent. He believed that the organization 
should start out on the theory of electing a 
new President each year in order that more 
persons might become more intimately ac­
quainted with the detailed problems of the 
Society.” That policy has been continuously 
maintained.
Later an understanding was reached that 
the First Vice-President each year should 
succeed to the office of President and 
amendments were later made to the Con­
stitution and By-laws under which the 
Executive Committee consisted of the 
President, the immediate Past-President, 
First Vice-President, and the Secretary and 
one other member elected by the Directors 
from the members of the Advisory Commit­
tee, which Committee consisted of all past- 
presidents. Under this plan the President 
comes to his office after one year of mem­
bership on the Executive Committee and 
leaves the office to carry to the Executive 
Committee for the succeeding year such 
ideas as he has obtained during the presi­
dency. While it gives him three continuous 
years of service in the most important ad­
ministrative group, it centers the extraordi­
nary demands on his time in one year.
Following fifteen years of service as pri­
vate, committeeman, State Representative, 
Director, Vice-President, and President, 
the Secretary desires to record his indebted­
ness to the other members of the Society, 
both individually and collectively, for the 
cooperation which has at all times marked 
the varied relationships.
Differences of viewpoint and opinion 
have been many. Those differences insured 
a successful history for the Society. In or­
ganizations of this character it is the mem­
ber in each official group who raises an ob­
jection to any proposition that is presented 
who, after all, deserves the credit for a 
proper solution of the problem under dis­
cussion. The objector causes the supporters 
of the idea to make good their claims. 
When, however, a decision has been reached 
the dissenter who does not bow to the 
opinion of the majority, for that time at
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least, arrogates to himself a superior ability 
which is rarely possessed.
With the organization of the Society the 
present Secretary had much to do. At that 
time he was one of those who believed that 
the trend in professional accountancy or­
ganization administration was not in the 
right direction. With the passing of years, 
in which there have been marked changes in 
the accountancy world both as to practice 
and theory, and as to organization, he be­
lieves that the profession will be as greatly 
benefited by the consolidation of the two 
national organizations as it was benefited by 
the establishment of the Society in 1921. He 
sees in the conditions under which the con­
solidation is effected the approval of the 
profession of the underlying principles of 
The American Society. He visions for the 
profession in the future a marked increase 
in its organization efficiency and influence, 
just in proportion as the profession recog­
nizes this consolidation as a starting point 
from which individually and collectively the 
certified public accountants of the United 
States assume a forward look and are will­
ing to give of their time, energy and initia­
tive to see that the highest possible ideals 
consistent with varying conditions are at­
tained.
The common custom by some readers is 
to scan the first and last paragraphs of an 
article and then decide whether the inter­
vening material should be read. In order 
that all may have the benefit of the conclu­
sion, it is hereby recorded that for whatever 
service the office may have rendered the pro­
fession, the individual members of the staff 
are entitled to their respective shares in 
whatever compliments may have been paid. 
One who had no sense of humor would have 
been sorely perplexed at times had she been 
a member of the staff. In presenting the 
concluding report of the Secretary, he 
expresses his conviction that throughout the 
fifteen years of the existence of the Society 
each of the sixteen members of the staff 
during different parts of the period is en­
titled to the gratitude of the profession for 
the part which each played in advancing the 
interests of the certified public accountant.
D. W. S p r i n g e r ,  
Secretary.
Report of Committee on Federal 
Legislation
The Committee on Federal Legislation 
concerned itself, during the past fiscal year, 
solely with the question of Federal taxa­
tion. It followed closely the work of the 
House Ways and Means Committee but de­
cided, for reasons well known to the entire 
membership of the Society, that it would be 
futile to attempt to cooperate with the 
House Committee. When the House bill 
reached the Senate, Secretary Springer ar­
ranged for the appearance before that body 
of the Chairman of your Committee. The 
Secretary, in introducing the Chairman, 
pointed out that, if the certified public ac­
countants were motivated by selfish aims, 
they would not oppose complicated revenue 
measures.
It is difficult to gauge the specific legisla­
tive effect of representations made to a 
Congressional committee. However, it 
seems fair to venture the belief,—a belief 
predicated both on conferences with in­
dividual members of the Finance Commit­
tee and on the changes finally recommended 
by the Committee,—that the views of the 
profession, as presented to the Committee, 
were substantially and constructively per­
suasive. A comparison between the House 
bill and the Senate bill, and a comparison be­
tween both and the testimony and the 
memorandum of your Committee, will leave 
no doubt as to the potential influence and 
effect of your Committee’s representations.
Respectfully submitted,
G i l b e r t  F .  D u k e s  
J a m e s  E. H a m m o n d  
A l l e n  R e d e k e r  
H o w a r d  C. B e c k  
G i l b e r t  B . G e i g e r  
F r a n k  A . S h e l l e n b e r g e r  
J a m e s  J .  Fox 
E l l s w o r t h  L. F u l k  
J o h n  T. M a d d e n  
D o u g l a s  S .  M e a d e n  
T. D w i g h t  W i l l i a m s  
H o r a c e  P .  G r i f f i t h  
J o h n  S . G l e n n  
H o w a r d  S . B e l l  
J o s e p h  J .  K l e i n ,  Chairman
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Report of Committee on 
Commercial Arbitration
The purpose of your Committee is the 
development of Arbitration as a function 
of the accounting profession.
With this objective, its chairman sought 
to carry on the good work already done by 
the National Committee originally or­
ganized by him and later expanded by 
states by the late Mr. Homer A. Dunn (see 
list in the Society’s Directory).
In reappointing its members an attempt 
was made to coordinate their efforts by:—
(a) Issuing Instructions calling for 
Uniform Procedure.
(b) Setting an Example in Procedure 
in New York State (the chair­
man’s) territory, and
(c) By securing Publicity for the Com­
mittee’s activities.
The Instructions were intended to be in­
formative to the profession generally and 
for the benefit of those accountants not 
yet reached by the Committee’s effort, are 
here reprinted:—
“In development you will of course con­
tinue your own local program advancing 
from its present stage. Speaking generally 
the procedure might be as follows:— 
a—Obtain in local State society or chap­
ter the appointment of an arbitration 
committee; 
b—Arrange with the committee for pro­
vision in the society’s program for one 
meeting annually devoted to the sub­
ject of commercial Arbitration, and 
to it invite all local accountants, re­
gardless of national affiliation; 
c—Provide for the meeting a speaker 
versed in arbitration; also literature 
of the American Arbitration Asso­
ciation ;
d—Arrange for addresses on commercial 
arbitration before local chambers of 
commerce and service organizations; 
e—In addresses stress advantages of 
arbitration compared to court pro­
cedure in savings o f :—Time—Money 
—Publicity—Credit and Friendship. 
f—Direct all inquiries for information 
to the American Arbitration Asso­
ciation, 521 Fifth Avenue, New York 
City;
g—Direct all data available for publica­
tion to D. W. Springer.”
To aid committee members in making 
addresses locally, your Secretary, Mr. 
Springer, kindly had reprinted in Feb­
ruary, 1936, C. P. A. an article entitled: 
“An Experience in Arbitration.”
The American Arbitration Association 
this year is celebrating its Tenth Anniver­
sary, and in New York and elsewhere ad­
vantage was taken of the various meetings 
staged by the Association to interest local 
accountants therein.
At the Association’s Anniversary Din­
ner, staged at the Hotel Astor, New York, 
tables were reserved and occupied by 
prominent members of the profession, in­
cluding Mr. James F. Hughes, President 
of the New York State Society of C.P.A’s.
At its Annual Meeting, held at the Hotel 
Waldorf, the New York State Society made 
room in its program for an address thereon 
under the title “The Importance of Com­
mercial Arbitration to the Accountant,” and 
delivered by the Honorable Moses H. 
Grossman, Founder of the Arbitration 
Society of America.
To meet the demand for copies, the ad­
dress was later edited by the Association 
and published by the society in its July 
issue of “The New York Certified Public 
Accountant” ; privilege of re-printing being 
courteously extended to other professional 
organs.
Acknowledgement is here made of other 
valuable publicity given to the activities of 
your committee by the professional organs 
of your Society, the American Institute of 
Accountants, the National Association of 
Cost Accountants, the Controller’s Insti­
tute and by the publicity department of the 
American Arbitration Association.
One of the many ways that the Asso­
ciation commemorated its Tenth Anniver­
sary was in a drive for new members, and 
in this New York accountants took an ac­
tive part.
In its first ten years the Association has 
settled approximately 6,000 commercial dis­
putes. The Federal Government and 13 
states now have modern arbitration laws; 
while in this constructive service to busi­
ness 300 trade associations and 7,000 arbi­
trators are now cooperating.
In states not so provided accountants are
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urged to obtain from the Association copies 
of the Draft State Arbitration Act and to 
exercise their influence for passage with 
the local legislatures.
The committee’s work is still in progress 
and it is the hope of its members that other 
State Societies will emulate New York’s 
example and cooperate with meetings and 
addresses so that more accountants may 
learn how to develop arbitration as a func­
tion of the accounting profession.
Respectfully submitted,
J. P r y s e  G o o d w in ,  Chairman.
Report of Committee on Classi­
fication and Certification of 
Accountancy Services
Your Committee on Classification and 
Certification of Accountancy Services re­
ports as follows:
Very little has transpired which might 
be characterized as development in the mat­
ter of classification and certification of 
accountancy services since the last report, 
dated July 29, 1935, of this committee. In 
that report, attention was invited to the 
regulations and interpretations relating to 
certifications by accountants as included in 
registration statements under the Securities 
Act of 1933, and in the registrations, on 
Form 10, under the Securities Exchange 
Act of 1934, of corporations having secu­
rities listed on national exchanges. It was 
suggested in the report of the committee 
that regulations might be expected, in due 
time, to govern the annual reports of cor­
porations to the Securities and Exchange 
Commission, as required by Section 13 (a) 
of the Securities Exchange Act. The cer­
tification by independent public accountants 
of annual reports to the Commission was 
not made mandatory by that section, but 
the Commission, in due course, prescribed, 
for the purpose of annual reports to the 
Commission, Form 10-K, and required the 
financial statements included therein to be 
so certified.
The instructions applicable to account­
ants’ certificates in connection with Form 
10-K are identical with the instructions in 
Form 10, except that in connection with 
Form 10-K the accountant must state
clearly his opinion in respect of the financial 
statements of, and the accounting principles 
and procedures followed by, the registrant 
“and its subsidiaries.” Thus, it may be 
taken as apparent, from the latest instruc­
tions issued by the Securities and Exchange 
Commission, that there has been no sub­
stantial change in the theory of the Com­
mission with respect to the requirements for 
accountants’ certificates, and that the Com­
mission is more concerned with the sub­
stance thereof than with the particular 
form.
Observation of a large number of certifi­
cates included in the 1935 annual reports 
of corporations to their shareholders shows 
a tendency on the part of accountants to ad­
here more closely to what may be called the 
standard form, that is, the form approved 
by the New York Stock Exchange. In this 
tendency, it is but natural that there should 
have been a gradual discontinuance of 
scattered peculiarities which have been 
apparent in the certificates of prior years.
The standard form to which reference 
has been made is as follows:
“To t h e  XYZ C o m p a n y :
“We have made an examination of the 
balance-sheet of the XYZ Company as at 
December 31, 1933, and of the statement 
of income and surplus for the year 1933. 
In connection therewith, we examined 
or tested accounting records of the Com­
pany and other supporting evidence and 
obtained information and explanations 
from officers and employees of the Com­
pany; we also made a general review of 
the accounting methods and of the 
operating and income accounts for the 
year, but we did not make a detailed audit 
of the transactions.
“In our opinion, based upon such 
examination, the accompanying balance- 
sheet and related statement of income 
and surplus fairly present, in accordance 
with accepted principles of accounting 
consistently maintained by the Company 
during the year under review, its position 
at December 31, 1933, and the results of 
its operations for the year.”
Critically dissected, this form of certifi­
cate may leave something to be desired in 
the way of technical refinement. But, at
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least, there already is sufficient adherence 
to the form to lend encouragement to those 
in the profession who are striving for more 
unity and, with this general structure to 
work on, the refining process well may be 
undertaken slowly and carefully.
Respectfully submitted,
P h i l i p  F. A l t h e r ,
S e t h  H a d f ie l d ,
E d w a r d  P .  M o x e y , J r .,
W i l l i a m  A .  P a t o n ,
J o h n  R. W i l d m a n ,  Chairman.
Committee on Classification and 
Certification of Accountancy 
Services.
Report of Committee on Co­
operation with Trade Groups
THE reappointment of the Committee on Co-operation with Trade Groups for 
the year 1935-1936 involved two changes 
in personnel. Mr. George L. Bishop of 
Boston accepted membership on the com­
mittee for the district covering the New 
England States, to take the place of Mr. 
Ames Nowell who resigned. Mr. Walter 
A. Coy of Cleveland accepted appointment 
for the district including Michigan, Ohio, 
and West Virginia, upon the resignation of 
Mr. H. Brooks Davies.
In its second year the committee has ex­
tended its activities in many parts of the 
country. At the request of the chairman 
members of the committee approached each 
State society of his district, as well as his 
own State society, explaining the aims of 
the committee and suggesting the appoint­
ment of a group in those societies to carry 
them on. In some cases the suggestion was 
welcomed and acted upon—in others the 
idea was at least introduced and we hope 
is being considered for adoption. Reports 
of the committee members which are sum­
marized in this report will show specifically 
the advance of our educational program.
Most of the first year’s work of the com­
mittee, 1934-1935, concerned appointments 
and organization of the committee itself. 
The actual work of making contacts with 
trade groups was limited, but a beginning, 
which was particularly significant in Cali­
fornia, was made. The past year, 1935-
1936, has seen definite co-operation between 
certified public accountants of the State 
societies, trade groups, and civic organi­
zations. Co-operation has been evident in 
different ways, perhaps the most usual has 
been in furnishing speakers to trade organi­
zation meetings. There have also been con­
ferences, advisory services, articles pub­
lished in accounting, trade, and chamber of 
commerce journals. Addresses have cov­
ered topics of interests to accountants and 
trade groups, including the Social Security 
Act, Robinson-Patman bill, federal and 
local taxes, balance sheet ratios, credit 
problems, and, a subject that accountants 
have encouraged for some time—the advan­
tages of the natural business year.
Members of the committee in the districts 
have endeavored to co-operate with other 
committees, both technical and general, in 
the State societies. The subject of the 
natural business year was introduced at 
several meetings with the assistance of com­
mittees appointed by the societies to spread 
that doctrine.
These activities indicate wide possibilities 
for mutual benefit in the type of co-oper­
ation our committee is sponsoring. Mem­
bers of the committee have undertaken 
work with the enthusiasm necessary for 
such a program’s success. Because they are 
scattered over the entire country, each 
member has been obliged to work inde­
pendently in his district to promote the idea 
and purpose of the committee. Their re­
ports indicate not only the expenditure of 
time and thought, but notable success in 
bringing accountants and trade groups to­
gether, and in many instances creating a 
definite “accounting consciousness” in the 
groups addressed.
Specifically, the committee has accom­
plished the following:
1. Organization of committees on co­
operation with trade groups through 
the State societies of California, Ari­
zona, Utah, Louisiana, and New York.
2. Co-operated with committees of State 
societies both technical and such as 
In Colorado—Committee on Co-oper­
ation with Other Organizations
In Missouri—Committee to Co-oper­
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ate with Associated Industries of 
Missouri
In New Jersey—Committee on Public 
Relations
In Pennsylvania — Associated with 
Philadelphia Chamber of Com­
merce and other technical societies 
in advisory capacity.
3. Furnished speakers to trade and civic 
groups.
4. Published articles in accounting, trade, 
and civic journals.
5. Circularized trade associations to offer 
co-operation in exchange of speakers.
Your committee considers this an en­
couraging record at the end of its second 
year and an indication of the desire for co­
operation on the part of both trade asso­
ciations and accountants. How it has been 
encouraged and how it may in the future 
be fostered will be seen through the reports 
of the members of this Committee which 
follow.
N e w  J e r s e y — H a r r y  B r a v e r m a n , 
N e w a r k .
The New Jersey Society has a Com­
mittee on Public Relations, which co­
operates with trade groups. This committee 
releases society news to the press and is now 
organizing what may be considered a 
“speakers’ bureau.” It is organizing to draft 
with due notice any member of the society 
to talk on specialized accounting service 
before business clubs, civic clubs, trade or 
other organizations; and to offer to take 
part in speakers’ programs before trade or 
other organizations on subjects of current 
interest.
The New Jersey Society also has a Com­
mittee on Publications through which 
articles on accounting subjects may be 
published.
N e w  Y o r k — J .  A r t h u r  M a r v in , 
N e w  Y o r k .
The New York State Society of Certified 
Public Accountants appointed a Committee 
on Co-operation with Trade Associations in 
June 1935. This committee met with offi­
cials of the New York State Chamber of 
Commerce, American Arbitration Asso­
ciation, New York Board of Trade, Mer­
chants’ Association, and American Trade 
Association Executives. The purpose of the 
meeting was explained by Mr. A. F. La­
frentz, chairman of the committee, as 
being an attempt to point out avenues of 
possible co-operation between the society 
and trade associations. Mr. Lafrentz de­
scribed the functions of the numerous com­
mittees of the society and indicated how 
they might consider with similar com­
mittees of the trade association any problem 
of mutual interest. He also stated that 
speakers could be furnished for meetings of 
the trade associations. Each trade associa­
tion official present was promised a com­
plete list of the committees of the society. 
These were later furnished.
The subject of the natural business year 
and its advantages to industry was discussed 
at length. All of the trade association offi­
cials present seemed interested in it and 
asked for literature concerning the subject. 
They requested that copies of a formula to 
ascertain the natural business year of an 
industry be sent to them. The formula 
prepared and issued by the American In­
stitute of Accountants was later sent to 
each trade association official present.
The president of the New York State 
Society has re-appointed this Committee on 
Co-operation with Trade Associations for 
the year 1936-1937. In accepting the chair­
manship for another year Mr. Lafrentz 
recommended enlargement of the com­
mittee membership, which has been com­
posed of five members of the society.
P e n n s y l v a n i a  a n d  D e l a w a r e — F r a n k  
S. G l e n d e n i n g ,  P h i l a d e l p h i a
The Pennsylvania Institute of Certified 
Public Accountants has not appointed a 
committee on co-operation with trade 
groups, but Mr. Frank S. Glendening, who 
is a member of The American Society’s 
Committee, is representative of the Phila­
delphia Chapter on a technical advisory 
council of the Philadelphia Chamber of 
Commerce.
The Chamber of Commerce of Philadel­
phia has organized this technical council for 
the purpose of encouraging business in the 
city. Through membership on this council 
the Pennsylvania Institute is in touch with 
every other professional society and trade
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association in the community. The mem­
bers or representatives of the societies are 
available through this council for making 
surveys and recommendations to a business 
that comes to the council for advice.
Members of the Pennsylvania Institute 
have addressed meetings of trade organi­
zations on tax or accounting matters, and 
more specifically on the subject of the natu­
ral business year.
M i s s o u r i  a n d  K a n s a s — R o b e r t  C. M a r e ,  
S t. L o u is .
While the Missouri Society of Certified 
Public Accountants has not yet appointed a 
committee on co-operation with trade 
groups, it has nevertheless been co-operat­
ing during 1935-1936 “ with the Associated 
Industries of Missouri, an association of 
representative trades within the State, offices 
at Kansas City, St. Joseph, and St. Louis.
“The president of the State Society 
designated certain members in St. Louis 
and Kansas City to act as a special com­
mittee in each of the two cities to co-operate 
with the Associated Industries in a dis­
cussion o f : Social Security Act, and Robin­
son-Patman Bill.
“The members of the Committee met 
with the officers of the Associated Indus­
tries, arranged a joint meeting of the mem­
bers of that association and of the State 
Society, and at that meeting answered ques­
tions, together with the attorney for the 
trade association, relating to the various 
phases of the Social Security Act.
“The members of the Committee met, and 
are still meeting, with officers of the Asso­
ciated Industries on the subject of the 
Robinson-Patman Act. No joint member­
ship meeting has yet been held to discuss 
this Act but such a meeting has been 
planned.”
There is no report from the Kansas 
Society as yet.
C o l o r a d o , N e w  M e x ic o  a n d  W y o m in g —  
W i l l i a m  M . T r a n t , D e n v e r
The matter of appointing a committee on 
co-operation with trade groups was taken 
up with the president of the Colorado So­
ciety of Certified Public Accountants who 
discussed it with the board of directors of 
the society. The president advised that,
“There has not been a committee appointed 
to cover the particular activities in which 
you are interested. The Colorado Society 
does have a Committee on Co-operation with 
Other Organizations. Your letter is being 
referred to Mr. Alexander J. Lindsay, who 
is the chairman of this committee, with the 
request that his committee give special 
attention to co-operation with trade groups 
in our district.”
Mr. J. Bryan Stephenson, vice-president 
of the New Mexico Society of Certified 
Public Accountants, advised that no com­
mittee on co-operation with trade groups 
has been appointed by that society. He ex­
plains that due to the small population in 
New Mexico and the small number of 
industrial enterprises, the State being pre­
dominantly agricultural, the society has 
little opportunity to function along this line.
Mr. Stephenson advises nevertheless that 
he has personally given addresses to three 
different trade groups at their annual con­
ventions. Two of the addresses were on the 
Social Security Act and the third on the 
provisions of the Revenue Act of 1936. He 
has also spoken before the Albuquerque 
Rotary Club, Lions Club, and Kiwanis Club 
on the Social Securities Act.
The society has been in touch with the 
State Association of Bankers offering 
speakers’ services on taxes, balance sheet 
ratios, and statistical data in connection with 
the extension of credit.
At the request of Mr. Trant, member of 
our committee, the Wyoming Society of 
Certified Public Accountants appointed a 
committee on Natural Business Year in co­
operation with trade groups. This commit­
tee has mailed literature on the natural 
business year, and conducted informal dis­
cussions on the subject with business 
groups. Mr. Haselmire, president of the 
Wyoming society, believes the most effec­
tive work along this line has been done by 
individual members through their personal 
contacts.
L o u i s i a n a  a n d  A r k a n s a s — L u c i e n  J.
M o r e t ,  N ew  O r l e a n s .
The matter of appointing a Committee on 
co-operation with trade groups was taken 
up with the Society of Louisiana Certified 
Public Accountants and such a committee
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was appointed by the president who asked 
Mr. Moret, member of our committee in 
that district, to take the chairmanship. This 
committee was re-appointed in September
1936 for the new year of the Louisiana 
society.
No action has been taken in regard to the 
Arkansas society as yet.
C a l i f o r n i a , A r iz o n a , U t a h , N e v a d a , 
H a w a i i , a n d  P h i l i p p i n e  I s l a n d s —  
J o h n  C . T h o m s o n
Mr. Thomson, member of our committee 
in this district, has been most enthusiastic 
in the work for which we were appointed. 
He took the lead in organizing the several 
chapters of the California Society of Cer­
tified Public Accountants last year, and this 
year has extended the work in California 
and introduced it in the other states and 
territories of his district. His approach to 
the State Societies of Arizona and Utah re­
sulted in the appointment of committees on 
cooperation with trade groups in those two 
societies and they are working on the pro­
gram. The other societies have not as yet 
reported but Mr. Thomson expects to hear 
from them in due course. His report of the 
work in California is best told in his own 
words, which we quote herewith:
".  . in California we have had splendid 
cooperation. Members of the State Society 
committee, and other members, have whole­
heartedly and generously given of their 
time and talents. I haven’t a complete list 
of the names of all the members who have 
helped nor of all the gatherings and groups 
addressed, but those that I  have a record 
of are as follows:
James E. Hammond, San Francisco 
W. B. Bours, San Francisco 
George W. Sims, Fresno 
Raymond M. Wansley, San Diego 
Henry M. Thomson, Los Angeles 
R. W. E. Cole, Los Angeles 
Willis C. Graves, Los Angeles 
Walter K. Mitchell, Los Angeles 
Melvin D. Wilson, Los Angeles 
A. R. Cooper, Los Angeles 
Reynold E. Blight, Los Angeles 
J. C. Thomson, Los Angeles.
“These members, and probably others of 
whom I have not been advised, responded
to every request made upon them, whether 
it was during the busy season or otherwise, 
and handled their assignments with satisfac­
tion to their audiences and with credit to 
themselves and to the society.
“Among the organizations and groups 
who invited us to confer with or address 
them were:
San Francisco Bay Cities Controllers 
Group
Retail Dry Goods Association of San 
Francisco
Allied Automotive Industries of Cali­
fornia, Ltd.
Kiwanis Club, San Diego County 
Tax Digest—California Tax Payers’ As­
sociation, Annual Meeting 
Master Barbers Association 
Independent Bankers Association 
Los Angeles Chapter of Chartered Life 
Underwriters 
San Diego School Principals 
San Diego Bar Association 
Los Angeles Breakfast Club 
Fresno Business Groups 
Iron, Steel and Allied Industries of Cali­
fornia, State Chamber of Commerce— 
11th Annual Conference 
Accountancy Classes, High Schools 
Parent Teachers Associations.
“Articles have been published in Southern 
California Business (Los Angeles Chamber 
of Commerce Publication), California Cer­
tified Public Accountant, High School pa­
pers, newspapers and other publications.
“The subjects discussed embraced Social 
Security Act, Payroll Taxes, Federal Taxes, 
Cost Accounting, Accountancy as a Career, 
History of Accountancy, Business Trends, 
Relation of Accountancy to Business, Gov­
ernmental Taxes, Municipal Accounting, 
and others.
“Our activities have caused favorable 
comment from sources outside of Califor­
nia, as evidenced by a letter from Mr. John 
L. Carey, dated February 14, 1936, (ad­
dressed to former President Mills of the 
California Society), referring to an article 
in the California Certified Public Account­
ant, in which Mr. Carey stated:
“ ‘I feel that there is no question but 
that close cooperation between trade as­
sociations and societies of Certified Pub-
606 THE CERTIFIED PUBLIC ACCOUNTANT October,
lic Accountants will reveal many oppor­
tunities for constructive activity.
“ ‘I had not known that the California 
Society was doing so much to develop 
close relations with trade associations, 
and it seems to me that the work which 
has already been done might be capitalized 
to great advantage in conjunction with 
the current effort to spread information 
on the natural business year.’
“Our Committee proffered its services to 
the Committee on the Natural Business 
Year whenever the latter could use them.
“My opinion is, and it is concurred in by 
all whom I have discussed the subject with, 
that our committee with the splendid as­
sistance of other members of the society, 
has done some really excellent work, and it 
is the hope of those to whom I have talked 
that the committee will be continued.
“There are so many subjects to be dis­
cussed that there may be some seeming over­
lapping of committee activities, however, I 
believe the committees on various activities 
could arrange their programs and subjects 
so that all subjects would be consistently 
presented and no interference or disparity 
result
“Mr. Anson Herrick, of San Francisco, 
was elected president of the California 
State Society for the year beginning June,
1936. Do not know whether he has ap­
pointed the committees for the present year, 
but am sending him a copy of this letter 
with the request that the Committee on Co­
operation with Trade Groups be continued, 
as there already has been established the 
ground work for future and more satisfac­
tory accomplishments in this field.”
In view of the proposed merger of The 
American Society of Certified Public Ac­
countants and the American Institute of 
Accountants, the committee points out that 
its organization has been accomplished 
through the several State societies. This 
makes it possible for the work started in 
different localities to continue under the 
sponsorship of those societies. The commit­
tee feels nevertheless that the national or­
ganization has a service to perform in sup­
port of the efforts of the State societies and 
recommends a continuation of a national 
committee to forward this work—whether 
it should be a committee on cooperation with 
trade groups or one in the nature of a com­
mittee on public relations is a matter for 
consideration.
What the function of the national com­
mittee shall be will depend upon the needs 
that grow from the activities of the State 
committees. For the present it may still 
engage in an effort to organize those State 
societies which have not yet appointed com­
mittees. The object is to have a nation-wide 
organization of the profession constantly in 
touch, through trade groups, with the in­
terests of business and industrial manage­
ment.
As this organization functions locally the 
national committee may be able to serve it 
as a central bureau to recommend speakers 
who are available in different parts of the 
country; speakers who are familiar with 
special industries; and to supply informa­
tion about a variety of industries. The last 
suggestion might be developed to a point 
where historical data on many industries of 
the country would be available to any mem­
ber of the profession through our State and 
national committees. It might also be pos­
sible to have available outlines for addresses 
on accounting subjects to assist speakers in 
planning what they want to say.
The ideas in the last paragraph are per­
sonal suggestions of the chairman and are 
included in this report to indicate a possible 
direction for future committee activity. It 
is the general feeling of the members of the 
committee and the chairman, that the con­
tacts made through its efforts can be de­
veloped into valuable assets for the whole 
profession, but that to make them so the 
work must be followed up.
The chairman takes this opportunity to 
acknowledge the generosity of the members 
of the committee who have devoted so much 
time and thought to this work in the past 
two years, and to extend his thanks and 
that of the entire committee to those mem­
bers of the profession who have contributed 
their time and ability, both in speaking and 
writing, whenever they were requested to 
do so. The committee has been fortunate 
and is appreciative of the fine response and 
cooperation it received.
Respectfully submitted,
J .  A r t h u r  M a r v in ,
Chairman, Committee on 
Cooperation with Trade Groups.
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Report of Committee Cooperating 
With Credit Grantors
Your committee has functioned during 
the year just passed, an approximately the 
same basis as the previous year. No new 
appointments of members to this committee 
were made. It was felt that our representa­
tion was quite well distributed in the points 
where the best results could be obtained.
Due to the pending consolidation of the 
Society and the Institute, it was considered 
advisable not to enlarge upon the activities 
of this committee as by so doing it was likely 
that a conflict of interests might develop.
The usual cooperation and contact has 
been maintained with the general office of 
the Robert Morris Associates through their 
able Secretary, Alex Wall. Your chairman 
expects to attend their annual convention at 
Hot Springs, Virginia, during October.
Respectfully submitted,
O. V. W a l l i n ,  Chairman.
Report of Committee on Coopera­
tion with the National As­
sociation of Credit Men
As chairman of your committee I am 
pleased to report that various State societies 
held joint meetings with members of the 
National Association of Credit Men, and I 
can report that such meetings are cementing 
closer relationship between both groups, 
and a better understanding to their mutual 
benefit.
I believe the Society can well be proud of 
its attainments as a result of such efforts.
A l e x a n d e r  F. M a k a y ,  Chairman.
Report of the Committee on 
Governmental Accounting
Your Committee on Municipal Account­
ing was created three years ago to act in an 
advisory capacity to the National Commit­
tee on Municipal Accounting. From its in­
ception to date your committee has played 
an important part in the work of the na­
tional committee. A report of the progress 
of that body was submitted at our last an­
nual meeting. The entire activity of this 
committee during the past year has been in 
its work with the National Committee on 
Municipal Accounting. We are presenting, 
in the following, an outline of the work of
the National Committee since our last re­
port. This material was prepared for us by 
a staff member of the National Committee 
on Municipal Accounting.
Revision o f Municipal Accounting 
Terminology
The National Committee on Municipal 
Accounting early in its work realized the 
importance of the recognition and use of a 
uniform terminology. To that end the com­
mittee appointed a subcommittee with Pro­
fessor Lloyd Morey as Chairman and 
charged it with the task of formulating defi­
nitions of terms used in municipal account­
ing. The subcommittee issued a preliminary 
report for consideration and criticism in 
March 1935. This publication was referred 
to in our last annual report in which we re­
quested to have your comments and criti­
cisms. The response was most generous. 
Numerous comments and suggestions were 
received. These were carefully studied and 
taken into account in revising the publica­
tion. The revised edition was published in 
June, 1936. The present publication con­
tains thirty-two new terms and revised defi­
nitions for seventy terms. It was found that 
elaborate cross-references made the bulle­
tin appear unduly complicated and many 
were accordingly dropped. The arrange­
ment of terms was simplified so as to facili­
tate the use of the bulletin as a reference 
source.
Municipal Accounting Statem ents
One of the committee’s most important 
and complete publications to date is M u­
nicipal Accounting Statem ents published in 
August, 1936. All previous publications of 
the committee, except its Suggested P ro­
cedure fo r  a Detailed Municipal A udit and 
a Bibliography o f M unicipal Accounting. 
have been revised and brought together in 
this book. More than half of the material 
is, however, entirely new in scope and sup­
plements previous committee publications.
The subject is treated in five parts. Part 
I deals with the principles underlying the 
preparation of a municipal financial report. 
The national committee recommends that 
every municipality prepare a complete 
financial report at least once each year. It 
also recommends that every public body 
have an annual or continuous audit by inde­
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pendent accountants. The report should 
contain a letter of transmittal and the 
auditor’s certificate. The audit agreement 
should be made and the work carried on in 
accordance with the standards recom­
mended by the National Committee on 
Municipal Accounting in its Bulletin No. 2 
entitled Tentative Outline of a Suggested
Procedure fo r  a D etailed Municipal A udit.
The committee further recommends that 
a municipal report have two sections, a 
financial section and a statistical section. 
The financial section should include the fol­
lowing types of financial statements: ( 1 ) 
balance sheet for each fund; (2 ) an analy­
sis of surplus of each revenue fund, depart­
ment, or institution which is operated as a 
distinct financial entity; (3) statements of 
revenue of each revenue fund and compari­
son with estimates; (4) statements of ex­
penditures of each revenue fund and com­
parison with appropriations; (5) operating 
statements for each utility or other public 
service enterprise; (6) statements of re­
ceipts and disbursements and of changes of 
balances of special funds, such as Special 
Assessment funds, Bond funds, Sinking 
funds, Trust and Agency funds; (7) state­
ment of changes in fixed assets; (8) debt 
statement; (9) summary statement of cash 
receipts and disbursements.
The statistical section should contain 
tables showing ( 1 ) the assessed and esti­
mated true value of all taxable property in 
the municipality, (2 ) tax rates and tax 
levies, (3) tax collections, and (4) special 
assessment collections for a period of years. 
Tables showing (5) the ratio of net bonded 
debt to assessed value and the net bonded 
debt per capita, (6) the legal debt margin, 
and (7) direct and over-lapping debt should 
be included. Tables should be prepared ex­
hibiting (8 ) debt service charge require­
ments for a number of years. The statisti­
cal section should also contain (9) informa­
tion as to salaries of principal officials, and 
the amounts of their surety bonds. Finally,
( 1 ) some information about the municipal­
ity’s general activities should be included.
The committee has found it unnecessary 
to make any changes in the principles of 
municipal accounting adopted at its meet­
ing in May, 1935. Accordingly, the same 
principles are restated in the present publi­
cation but those principles relating to the
classification of funds, fund accounting 
procedure and the use of the accrual basis 
of accounting are discussed in detail. The 
committee recommends the classification of 
funds advocated in its Bulletin No. 5, 
namely (1) General Fund, (2) Special 
Revenue Funds, (3) Working Capital 
Funds, (4) Special Assessment Funds, (5) 
Bond Funds, (6) Sinking Funds, (7) 
Trust and Agency Funds, and (8) Utility 
Funds. It also urges municipalities to fol­
low the accrual basis of accounting.
Part II is entitled “The Report.” This 
part constitutes a model financial report 
such as would be prepared by a finance offi­
cer or an independent auditor. It is divided 
into two sections. Section I illustrates 
forms for financial statements for each 
fund or group of related funds. Section II 
exhibits forms for statistical tables. Alto­
gether 45 forms for financial statements 
and 13 forms for statistical tables are ex­
hibited therein. Figures are shown in each 
form making it possible to trace through 
the relationship between various funds and 
forms.
In Part III the operation of each fund is 
discussed and the forms to be prepared for 
each fund or group of related funds are 
specified in detail. Some of the essential 
journal entries are given.
The book also contains explanations of 
accounts. In order to make the publication 
complete and for ready use as a reference 
source, it was decided to include the revised 
municipal accounting terminology.
The committee has acknowledged the 
help given it by various individuals and or­
ganizations, among them your Committee 
on Governmental Accounting, in the prepar­
ation of this bulletin. About fifty persons 
have given intensive study and criticisms to 
the documents. The statements suggested 
therein have been tested. Many public of­
ficials have applied them to particular 
localities. Audit reports by private accoun­
tants have already been prepared for sev­
eral large cities based on these forms.
You can help the committee in its efforts 
to improve municipal accounting and re­
porting by utilizing the suggested forms in 
your report, reporting any difficulties en­
countered in applying these forms in actual 
practice, and by offering any other criti­
cisms and suggestions.
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Bibliography on Municipal Accounting
The committee is at present revising Bul­
letin No. 3 entitled A Bibliography of 
Municipal Accounting. The revised bulle­
tin will include besides the original ma­
terial, books, pamphlets and articles deal­
ing with other bibliographies of municipal 
accounting, history of municipal account­
ing, uniform accounting and with State, 
county and school accounting. It will also 
list all important material published since 
the issuance of the original bulletin in May,
1934. The arrangement of the material has 
been changed. It is now classified into six­
teen classes. All books, pamphlets and 
articles belonging to a class are shown in 
one place, making it easy for the reader to 
find all references to a particular subject 
in one place.
Classification of Revenues and E x ­
penditures
The committee is bringing to a close the 
preparation of its preliminary report on the 
classification of municipal revenues and 
expenditures. When completed, the report 
will be submitted to the Society’s Commit­
tee on Municipal Accounting for criticism 
and suggestions.
It is hoped that the cooperation offered 
the National Committee on Municipal Ac­
counting by our members in the past three 
years will be continued in the future.
Committee on Governmental Accounting
G e o r g e  P. E l l i s ,  Chairman 
W i l l i a m  E .  T a y l o r  
J. W i l l i a m  H o p e  
E d m u n d  R . S t e w a r t  
G e o r g e  B. H a m i l t o n  
E d w a r d  J. F i l b e y  
E r i c  L . K o h l e r  
G e o r g e  H .  K i n g s l e y  
T .  C o l e m a n  A n d r e w s  
H .  W .  C a r r o l l
Report of Committee on Tele­
phone Listings
Your Chairman contacted the New York 
State Society Committee on Telephone 
Listings and was informed that that com­
mittee had taken this matter up with the 
American Telephone & Telegraph Com­
pany but that nothing definite was accom­
plished. For several years various State 
societies have had committees working on 
the matter with the same result.
Your Chairman feels that a National 
Committee working in conjunction with 
State committees could bring about a 
change for the betterment of telephone list­
ings. It is his suggestion that such National 
Committee be continued and that this Com­
mittee request each State Society to appoint 
a committee so that a combined effort can 
be made to correct an evil on which no one 
organization seems to have been able to get 
relief.
Respectfully submitted,
C a r l  E .  D i e t z e ,  Chairman 
M y r t i l e  C e r f  
A n d r e w  S t e w a r t  
W i l l i a m  A . H e l m  
M a r t i n  K o r t j o h n
Report of Committee on 
Education
The educational activities of some of the 
larger accounting firms were discussed at 
round-table meetings at Atlantic City and 
Kansas City. Some of the firms are con­
ducting very extensive accounting courses 
for new employees and staff members. It 
seemed to be the general opinion of those 
present at these meetings that the schools 
of commerce were not presenting courses 
of sufficient practical nature and the gradu­
ates are not able to enter the accounting 
profession without a great deal of practical 
training from their employers.
It seems advisable that the Committee on 
Education should make a study of this situ­
ation by sending questionnaires to various 
accountants throughout the country and to 
the schools of commerce to the end that 
recommendations may be in order that the 
schools of commerce revise their accounting 
courses to give more laboratory work and 
specifically prepare the students for prac­
tical work.
Respectfully submitted,
T h e o d o r e  J. W i t t i n g ,  Chairman. 
F a y e t t e  H .  E l w e l l  
S i d n e y  G . W i n t e r  
F r a n c i s  E .  R o s s  
T h o m a s  W .  L e l a n d  
S a m u e l  F. R a c i n e
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F in a n c ia l  S t a t e m e n t s
E XH IBIT A
C o m p a r a t iv e  B a l a n c e  S h e e t s  a s  o f  
A u g u s t  31
The American Society of Certified 
Public Accountants
Assets 1936 1935 
Current:
Cash, B a n k ........................ $ 7,919.38 $ 1,491.28
Imprest Cash ......................... 900.00 900.00
Bills and Accounts
Receivable .................... ......000.00 184.38
Prepaid Expense ............ ......675.35 743.20
Endowment Investments 586.76 572.50
$10,081.49 $ 3,891.36
F ixed :
Furniture and F ixtures..*  1,770.22 $ 2,080.12
Library ..............................  3,221.04 3,102.54
Capital Stock of A. P. Co. 5,000.00 4,970.00
$20,072.75 $14,044.02
Liabilities and Net Worth
Dues Paid in Advance . .$  115.00 $ 236.75
Accounts Payable ..........  000.00 68 32
Endowment Fund ..........  586.76 572.50
Net Worth (Exhibit B ) . 19,370.99 13,166.45
$20,072.75 $14,044.02
*Cost .................. $6,584.27
Depreciation . . .  4,814.05
$1,770.22
EX H IB IT  B
A n a l y s i s  o f  N e t  W o r t h  
Fiscal Year Ending August 31, 1936 
Balance Aug. 31, 1935 $13,166.45
Credit:
Net Gain (Ex. C.) . $6,733.29
D ebit:
Prepaid Expense . .$ 67.85
D epreciation..........  460.90 528.75 6,204.54
Net Worth Aug. 31, 1936 (Ex. A ) .. .$19,370.99
EX H IB IT  C
R e v e n u e s  a n d  E x p e n d i t u r e s  
Fiscal Year Ending August 31, 1936 
Revenues
D u es:
Advance Payments ........$ 236.75
Collections ........................  37,644.68 $37,881.43
Miscellaneous ......................  1,560.04
$39,441.47
Expenditures 
Secretary’s Office:
Salary ................................ $ 4,800.00
S ta f f ....................................  6,253.00
Supplies ............................  244.21
R e n t ....................................  1,634.40
Telephone and Telegraph 344.23 
Miscellaneous ..................  144.74 $13,420.58
P rinting..................................  1,334.11
P o sta g e ..................................  1,707.99
Travel ....................................  419.66
Accountants Pub. Co............ 9,141.13
Official Expense ..................  3,312.22
Convention E x p en se ..........  814.25
Committee E xp en se............  474.86
Ins., Taxes, Bonds, etc........ 379.72
Contingent ...... .....................  1,556.98
M iscellaneous......................  146.68
$32,708.18
Net Gain (Exhibit B) ..........................  6,733.29
E X H IB IT  D
C o m p a r a t i v e  B a l a n c e  S h e e t s  a s  o f  A u g u s t  31 
The Accountants Publishing Company
Assets 1936 1935
Cash, B a n k ................................ $ 439.26 $ 501.16
Advertising ..............................  287.50 207.50
Furniture and F ix tu r e s ........  1,000.00 1,000.00
Mailing L is t ..............................  4,000.00 4,000.00
$5,726.76 $5,708.66
Liabilities and Net Worth
Accounts Payable .................. $ 600.00 $ 600.00
Capital S to c k ............................  5,000.00 5,000.00
Surplus ......................................  126.76 108.66
$5,726.76 $5,708.66
EX H IB IT  E 
R e v e n u e s  a n d  E x p e n d i t u r e s  
Fiscal Year Ending August 31, 1936 
Revenues
Subscriptions and Sales . .. .$10,494.32 
Advertising (N et) ............  2,467.81 $12,962.13
Expenditures
Editorial ................................ $ 2,700.00
S ta f f ...................................... . 3,003.00
P rin tin g ..................................  5,537.77
Postage ..................................  715.95
R e n t ........................................  954.00
Miscellaneous ......................  33.31 12,944.03
Net G a in ................................  $ 18.10
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Q u e s t i o n s  and A n s w e r s  D e p a r t m e n t
E ditor, S t e p h e n  G i l m a n , C.P.A., Educational Director 
International Accountants Society, Inc.
Solution to Problem 7 of May, 1936, Examination Service of The American 
Society of Certified Public Accountants, published on pages 556-557 of the Septem­
ber, 1936, issue.
In preparing a solution for this problem the candidate may prepare a working 
sheet by using two separate sheets, one for the general fund and one for the fixed 
property fund and then combining the sheets upon completion. That is the method 
used in this solution. It is, of course, advisable to show an explanation for the various 
adjustments made on the working sheet.
Another method of solving the problem is by means of detailed journal entries 
with explanation in which case a working sheet is not necessary. The debits and 
credits in the various journal entries may be posted directly against the trial balance 
figures given in the problem, the statements being prepared from the resulting figures.
A sinking fund installment of $70,000 is to be paid to the sinking fund trustee 
on July 1, 1936. In order to show the accrual of this liability against the 1935-36 
tax levy one-half of this amount, or $35,000, is set up as applicable to the six months’ 
period ended December 31, 1935, with corresponding decrease of General Fund 
Surplus and increase of Fixed Property Fund Surplus.
The surplus of the fixed property fund as of June 30, 1935, is also corrected by 
$18,000, represented by the capital outlay for new equipment purchased and recorded 
on the books during the six months’ period ended December 31, 1935. This figure 
had apparently already been added to the surplus. In showing the balance on the 
Balance Sheet, therefore, the trial balance figure has been reduced $18,000 and this 
item has been included in the additions to furniture and equipment in the surplus 
section of the Balance Sheet.
Lakewood High School 
BALANCE SHEET 
December 31, 1935
ASSETS
General Fund A ssets:
Cash in Hands of School Treasurer:
1934-5 and Prior Levies. . .
Less—Overdraft (1935-36)
$469,520 
170,000 $ 299,520
612 THE CERTIFIED PUBLIC ACCOUNTANT October,
Brought Forward $299,520
Taxes Uncollected:
1934-5 and Prior Levies................................. $350,000
Less—Reserve for Loss and Cost (1934-5). . 120,000 $230,000
1935-6 L ev y ..................................................  $293,500
Less—Reserve for Loss and Cost (1935-6). . 21,000 272,500 502,500
Tuition Uncollected................................................  . . . . 1,800
Total General Fund Assets........................................  $ 803,820
Fixed Property Fund Assets:
Cash in Hands of School Treasurer:
(Reserved for Construction of New Building)............................. $ 180,000
Land and Buildings...............................................................................  1,950,000
Furniture and Equipment...................................................................  456,100
Total Fixed Property Fund Assets............................................  $2,586,100
LIABILITIES AND SURPLUS
General Fund Liabilities and Surplus:
Accounts Payable ..........................................................  $ 12,000
Accrued Teachers’ Pensions..........................................  2,500
1935 Tax-Anticipation Notes........................................  13,000
Accrued Interest on Tax-Anticipation Notes...............  660
1935 Refunding Bonds—5%  (due 1940).....................  60,000
Accrued Interest on Bonds :
Refunding B onds........................................  $ 1,500
Building Construction Bonds.......................  20,700 22,200
Sinking Fund Installment Accrued............................... 35,000 $ 145,360
Surplus:
Balance, June 30, 1935................................................  $ 626,550
Excess of Revenues over Expenditures (July 1, 1935- 
Dec. 31, 1935)........................................................ 31,910 658,460
Total General Fund Liabilities and Surplus. $ 803,820
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Fixed Property Fund Liabilities and Surplus:
Building Construction Bonds—4½ % ...........................  $ 920,000
Less—Sinking Fund Installment Accrued...................  35,000
Surplus:
Balance, June 30, 1935................................................  $1,642,600
Add:
Additions to Furniture and Equipment. . $23,500
Sinking Fund Installment Accrued.......... 35,000 58,500
Total Fixed Property Fund Liabilities and Surplus
Lakewood High School 
STATEMENT OF REVENUE AND EXPENDITURES 
for the six months ended December 31, 1935
Revenues:
Taxes Levied (1935-6) ......................................................  $293,500
Less—Allowance for Loss and Cost......................... . . . .  . . 21,000
Tuition and Fees....................................................................
Total Revenues ............................................................
Expenditures:
Operating Expenses:
Teachers’ Sa la ries ...........................................  $118,000
Janitors’ Wages and Supplies.........................  24,200
Administrative Expense................................... 18,400
Plant Upkeep ..................................................  9,100 $169,700
Interest Expense:
Interest on Bonds. ...........................................  $ 22,200
Interest on Tax-Anticipation Notes.................  690 22,890
Other Expenditures:
Additions to Equipment..................................... $ 23,500
Sinking Fund Installment Accrued.................  35,000 58,500
Total Expenditures......................... .
Excess of Revenues over Expenditures
$ 885,000
1,701,100
$2,586,100
$272,500
10,500
$283,000
251,090 
$ 31,910
613
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• F o r t  W o r t h  A n n u a l  M e e t i n g
The Fifteenth Annual Meeting of The 
American Society of Certified Public Ac­
countants was held at the Hotel Blackstone, 
Fort Worth, Texas, Saturday, Sunday and 
Monday, October 17, 18 and 19, 1936.
The 1935-36 Board of Directors was 
called to order Saturday morning, October 
17, at eight o’clock by President Morrison, 
with 19 present. The reports of the officers, 
Executive Committee and other committees 
were presented and accepted as presented. 
The report of the auditor was also pre­
sented and accepted.
On motion all actions taken by the 
Executive Committee during the year were 
ratified by the Board. On a second motion 
all unfinished business for the year 1935-36 
was referred to the Board of Directors for
1936-37. The Board adjourned at ten 
o’clock.
O r g a n iz e r s
The first open session of the meeting 
was called to order at ten o’clock by 
Thomas H. Evans of Detroit. The program 
announced that the hour would center 
around those present who had attended the 
organization meeting of the Society, 
December 12, 1921. The record showed 
that 53, representing 1 1 states, were present 
at the organization meeting and that 29 are 
still living and members of The American 
Society. Of that number George Ellis of 
Illinois, Thomas Evans of Michigan, J. 
Arthur Marvin of New York, D. W. 
Springer of Michigan and District of Col­
umbia, and Wm. T. Sunley of Illinois were 
present. Many, unable to be at the meeting, 
had sent letters. The records showed that 
351 proxies had been sent to the organiza­
tion meeting by those who had joined, the 
proxies being issued in the names of 24 
different individuals. Three State societies 
had sent eight delegates, without power to 
bind the State society, for the purpose of 
reporting back as to what decisions were 
reached in addition to reporting as to the 
trend of the discussion. Two of those dele­
gates individually joined the Society at the 
time of the meeting, three others joined at 
a later date. From the letter of one of those
who joined at a later date and which was 
sent for the meeting, the following quota­
tion is taken: “I attended the organization 
meeting at Hotel LaSalle, Chicago, but if 
some there present had had their way there 
would have been no American Society. I, 
myself, prized my membership in the 
American Institute and did not favor the 
intrusion of a second national organiza­
tion. Years later, however, I joined the 
Society and have enjoyed my fellowship 
therein ever since. I have not known of any 
policy or acts of The American Society 
which have been hostile to the interests of 
certified public accountants. Furthermore, 
I believe that the Society has acted as a 
liberalizer of the American Institute and 
thus performed a needful service. * * * 
My counsel is to utilize all the influences of 
the various sections of our country, looking 
toward a well-rounded full-grown consoli­
dated organization wherein closer fellow­
ship and a better understanding will result 
in unquestioned benefit to each and every 
member, East—West—North—South.”
In his opening remarks Chairman Evans, 
among other things, said: “This Society 
was formed for the purpose of carrying 
forward the principles that we thought 
certified public accountants of the country 
stood for and which they were not getting 
at that time. We have done a swell job. 
There is a lot left yet to be done. We 
should not just say ‘Well, Goodby’ to The 
American Society. We should rather stick 
and fight to see that all the principles for 
which The American Society was created 
are carried out in the new organization.” 
George Ellis in his remarks said : “I have 
had the privilege since about the first of 
July of covering practically the entire 
United States. It happened that a profes­
sional engagement made it necessary for 
me to visit the greater part of the country.
I took that opportunity to ask the account­
ants to sit down and discuss the whole 
problem of amalgamation. In every city 
that I have visited the accountants turned 
out in a wonderful way. I am satisfied the 
profession wants one national organiza­
tion. In some cases it has become an ob­
session and in that feature lies a danger.
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Sometimes we do not use our reason when 
we get emotional about a thing.
“The two unsettled major problems are 
certain of presentation to the combined 
membership of both organizations as the 
result of the plan worked out by the joint 
Executive Committees. There is, however, 
before the profession the necessity of secur­
ing a majority vote of all the membership 
of the two organizations as they will be in 
the single national organization in order 
to make any amendment effective. The 
profession, therefore, has before it the 
problem of making certain that all of the 
individual members thereof, members of 
the new body, express their wishes on the 
question of name and form of regional 
representation.
  “There is now a wonderful opportunity 
for the profession. The legislation of the 
past three or four years has placed the ac­
countant in the forefront of leadership. 
With a single national organization pre­
senting a united front it can be assumed 
and carried forward. The accountants have 
the ability to analyze situations in an im­
partial manner, to prevent their prejudices 
running riot, and to get at the facts. If 
there is one thing we need at the present 
time it is to know the facts and not allow 
a political wrangle or a political emotion­
alism to determine what shall be the eco­
nomic and business programs of this 
country.”
Arthur Marvin, after referring to the 
subject in a general way, said: “If we are 
going to get the things that we want we 
have to use the ability that we have for or­
ganization work in making certain that 
we get every vote that we need to carry 
through the principles for which we stand, 
and I believe that most of the present mem­
bers of the Institute who are not members 
of the Society stand for those same princi­
ples. We should make every effort to see 
that every vote is cast, without endeavoring 
to compel that vote to be cast in any partic­
ular manner. The State societies are really 
more interested in the final determination 
of these problems in a satisfactory manner 
than are the national organizations. The 
State societies should lead the way in get­
ting out the vote. The single national or­
ganization should be in a position through 
its research department to extend the ex­
cellent work that has already been done 
along that line. The single national organi­
zation should be able to assist the State or­
ganizations in enlarging the scope of profes­
sional activity. Banks should be audited by 
certified public accountants to a much 
greater degree than they have been in the 
past. The independent auditor should be 
employed to check the work of the various 
governmental units to a much greater de­
gree than they have been.”
After remarks by the Secretary, short 
commendatory statements were made by 
Past-President Edwin L. Pride of Mas­
sachusetts, Edw. J. Barr, president of the 
Michigan Association, and Carl Dietze, 
Vice-President of The American Society 
and president of the Wisconsin Society.
In closing the Chairman again referred 
to the necessity for seeing that when the 
amendments in which policies are involved 
are sent, a full vote be registered.
S t a t e  R e p r e s e n t a t iv e s
The second open meeting was at eleven 
o’clock, presided over by Harry M. Jay, 
First Vice-President. It was a meeting of 
State Representatives but open to all mem­
bers. The central theme had been announced 
as “Importance of State Societies.”
In calling the meeting to order Mr. Jay 
referred to the fact that as the result of the 
final agreement concerning consolidation 
both the Institute and the Society were to 
be continued, the Institute as the operating 
body and the Society until such time as 
shall be hereafter determined. All members 
of the Society will become members of the 
Institute; all certified members of the In­
stitute will become members of the Society. 
The affairs of the Society will be managed; 
by a Board of Trustees. The Executive; 
Committee of The American Society as at 
present constituted will be the Board until 
all details regarding consolidation shall be 
completed, after which the Executive Com­
mittee of the Institute as constituted from 
time to time shall serve as the Board of 
Trustees.
As to the question of what is popularly 
known as “regional representation,” a final 
agreement had not been reached between 
the two executive committees as to the de­
tails but it was certain that after all other 
amendments to be presented at the Dallas 
meeting of the Institute have been adopted
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amendments will be presented to the mem­
bership of the single national organization 
as then constituted touching the question of 
name and representation in the governing 
body.
He paid special attention to the influence 
of the Advisory Council of State Presidents, 
inaugurated by the Institute as the result 
of the negotiations between the two special 
committees on consolidation. That Ad­
visory Council can through a period of 
years exert an immeasurable influence in 
directing the affairs of the profession pro­
vided it keeps continually in mind the good 
of the profession as a whole while recog­
nizing the needs of the profession in the 
individual states which the members therof 
represent.
Arthur L. Baldwin of Colorado referred 
to the fact that he had been appointed as 
a member of the sub-committee for con­
sidering the proposed amendments to the 
Institute by-laws. He desired that as much 
discussion as possible might be had on the 
question of regional representation so that 
he might have a better idea as to the gen­
eral feeling of the profession with regard 
to the same.
The Chairman called on Henry Miller 
of Louisiana to give a history of the devel­
opment of negotiations as they had been 
carried on this year between the execu­
tive committees of the two organizations. 
He took up the various points one by one 
and closed with this statement: “I think 
that the sentiment which forced this con­
solidation has done a wonderful thing for 
the profession and I hope that in the future 
the State societies will continue to express 
themselves along other lines of develop­
ment which seem necessary from time to 
time.”
During the progress of the discussion 
special emphasis was laid on the answers 
given to questions asked concerning the re­
sponsibility under the proposed set-up rest­
ing upon State societies to properly func­
tion. The Advisory Council of Presidents 
having been provided, it will be truly repre­
sentative of the profession throughout the 
country just in proportion as the various 
State societies are represented at the meet­
ings of the Council. If the societies take the 
position that the work will be carried on
anyway and their presidents or other repre­
sentatives fail to attend, or if when they do 
attend they sit idly by and vote for all sug­
gestions that are made because of a desire 
to avoid discussion, the Advisory Council 
will become worthless and the State socie­
ties will lose their influence.
It was further brought out that as the 
result of the consolidation there would be 
no change in the membership relations in 
the new organization from what they were 
in either of the organizations as at present 
constituted. All present associates or mem­
bers in the Institute will remain as they are 
except as associates might change to mem­
bers or members to associates if they de­
sired. All members of the Society will be­
come either associates or members of the 
Institute as they desire. All certified as­
sociates or members of the Institute will be 
automatically made members of the So­
ciety.
The possibilities of arranging districts to 
provide for regional representation was 
thoroughly discussed on the basis of afford­
ing a district for every State having 100 
members in the consolidated organization 
and then grouping the other states by con­
tiguous arrangement by districts of as near 
100 as possible. It was also shown that the 
suggested plan which had been worked out 
for regional representation by the Society 
Executive Committee did not follow the 
present plan of the Institute or the present 
plan of the Society but did, as nearly as it is 
possible to follow any plan, follow the one 
recently adopted by the American Bar As­
sociation. The Bar Association had spent 
five years making a careful study as to the 
way in which its administrative machin­
ery could be improved and the plan which 
they developed very closely parallels the 
plan of the American Medical Association.
The question was raised as to whether it 
would not be possible to permit at least one 
representative on the governing Board 
from every State. The answer to such a 
question was that a few of the states have 
a comparatively small number of certified 
public accountants and a smaller number 
of them who at present belong to either na­
tional body. If each were given one repre­
sentative and the larger states were given 
anywhere near their proper proportional 
representation, the governing body would
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be unwieldy in size. If, however, 100 was 
looked upon as a basic standard by which 
to measure representation there would be
1 1  states that would immediately have a 
district of their own and several others 
would be so near that figure that it would 
be an incentive to make a membership cam­
paign for the purpose of establishing a 
State district.
In all the discussion it was sought to be 
brought out that no method that might be 
adopted would be perfect but if a principle 
could be established imperfections could be 
remedied from time to time.
The Representatives by motion duly 
made, seconded and carried, went on record 
as endorsing the nomination and election of 
members of the Council by districts, by mail 
ballots of the members resident in those dis­
tricts or having their principal office therein.
The meeting adjourned at a quarter past 
twelve o’clock.
B o a r d  o f  D ir e c t o r s
The first meeting of the 1936-37 Board 
of Directors was called to order by Presi­
dent Morrison at 12:30 on Saturday with 
23 members present. The Executive Com­
mittee presented a copy of a statement en­
titled “Suggested Amendments.” This 
statement contained the amendments to­
gether with some comments relating thereto 
which it proposed to submit to a joint meet­
ing of the executive committees of the In­
stitute and Society to be held the evening 
of October 18. The amendments necessary 
to put into effect the ideas which the Execu­
tive Committee believed represented the de­
sires of certified public accountants as to 
regional representation, had been drawn fol­
lowing the plans recently adopted by the 
American Bar Association.
Following questions by different Direc­
tors, the Board unanimously approved the 
form of the suggested amendments.
The following officers were elected for 
the year: President, Harry M. Jay of Mem­
phis, Tennessee; First Vice-President, Wil­
liam C. Heaton of Elizabeth, New Jersey; 
Second Vice-President, Carl Dietze of Mil­
waukee, Wisconsin; Secretary, Durand W. 
Springer of Michigan and District of Co­
lumbia; Treasurer, J. Arthur Marvin of 
New York City; Member of the Executive
Committee, Henry J. Miller of New Or­
leans, Louisiana.
The Executive Committee presented cer­
tain amendments to the Constitution and 
By-Laws of the Society which had been 
submitted under date of October 9, 1936, 
to the State Representatives for acceptance 
or rejection, reporting that as yet the neces­
sary number of votes had not been received 
but that so far only one negative vote had 
been returned.
After the newly elected president had as­
sumed the chair the Board adjourned sub­
ject to the call of the president.
O p e n  M e e t in g
The general program session was called 
to order at two o’clock Saturday afternoon 
by A. C. Upleger, Chairman of the Texas 
State Society Committee. The invocation 
was delivered by J. R. Maceo who was re­
ferred to by the chairman as “a C. P. A., a 
major in the Army, an attorney-at-law and 
a clergyman of the Episcopal Church.”
Reverend J. R. Maceo (Fort Worth, 
Texas) : "We give Thee thanks, Almighty 
God, that out of the human heart can come 
a strain that praises Thee so well, that calls 
upon Thy goodness, that exalts Thy mercy, 
that sets forth Thy sympathy in man’s 
feebleness, but can glory in Thy strength. 
Knowing these things, we beseech Thee 
that Thou may comfort us and bless us. As 
we gather here today there is brought back 
vividly to our minds and our realization the 
fact that as our calling in this natural life 
demands our investigation into worldly af­
fairs of men, so will our spiritual lives be 
proved and analyzed by Thee, the great ac­
countant and recorder of men’s hearts and 
minds and actions. If Thou wilt regard our 
spiritual errors and shortcomings, who is 
able to withstand it, but if Thou wilt look 
with Thy merciful goodness on our frail­
ties, then Almighty Father, we would give 
to Thee greater thanks for Thy forbearance 
and mercy.
“May our spiritual assets be acceptable 
in Thy sight; may our spiritual liabilities 
be forgiven, even as we would forgive the 
fancied trespasses of our fellow creatures 
or of those against whom we have aught. 
And may our net worth be such as will grant 
us a peaceful departure from this world and 
an entry into the world of everlasting life.
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“As we go forth from this gathering back 
to the world, may we ever have Thy love in 
our hearts, fervent charity to all mankind, 
and the abiding peace of Thy good will.
“Hear us, Lord, for Thy dear Son’s sake, 
in Christ Jesus, our Lord. Amen.”
Addresses of welcome were given by 
Honorable Mark McGee of the city of Fort 
Worth and Frank G. Rodgers, president of 
the Texas State Society of Certified Public 
Accountants. These were responded to by 
the junior past-president of The American 
Society, William C. Heaton.
The chairman then called Harry M. Jay 
to the chair and he in turn introduced Presi­
dent Morrison who delivered his annual ad­
dress which appears elsewhere in this issue.
B u s i n e s s
Following this address President Morrison 
took the chair.
The Secretary called attention to the 
printed reports which had been distributed 
and to the report of the Executive Commit­
tee to the Board of Directors that morning, 
and asked for questions concerning them. 
From the floor many questions were asked 
as to the details in connection with the pro­
posed consolidation, all of which were an­
swered by some member of the Executive 
Committee.
The main points that were brought out 
during this period of questioning were that 
under the terms of the consolidation all 
members of The American Society were 
to be transferred to the Institute on the au­
thentication of the president and secretary 
of The American Society and they were to 
be permitted to become associates or mem­
bers as they desired; that the Society was 
to be continued with the present Executive 
Committee serving as the Board of Trustees 
until details concerning the consolidation 
had been completed, after which the Execu­
tive Committee of the Institute was to op­
erate as the Board of Trustees for the Soci­
ety, the Institute being the continuing oper­
ating body; that certain amendments were to 
be presented to the present members of the 
Institute for adoption, following which the 
two amendments were to be presented to the 
membership of the single national organiza­
tion as then constituted; that while proxies 
had been taken from members of both In­
stitute and Society in order that it might be
certain that those two amendments would 
be submitted, it was expected that it would 
not be necessary to use them because such a 
large number had been received as that 
using the proxies would only increase the 
detailed convention machinery; that the 
problem of transferring membership had 
progressed so that over 500 Society mem­
bers had actually been transferred to mem­
bership in the Institute and that something 
over 700 membership transfers we re in 
process; that so far as the Society was con­
cerned it had ceased to recognize applica­
tions made after August 31 and the Insti­
tute had extended the time in which it would 
accept applications without fee in order to 
care for any cases where delays, often un­
avoidable, had precluded the completion of 
membership prior to that date.
Attention was called to the four-page 
pamphlet “Suggested Amendments,” which 
had been prepared by the Executive Com­
mittee and ratified by the Board of Directors 
for presentation to the Institute. It was 
distinctly stated that it was not necessarily 
the form in which the amendment will be 
submitted but it had been prepared for pur­
poses of discussion with the Executive Com­
mittee of the Institute and of presentation 
to the sub-committee of the Advisory Coun­
cil of State Society Presidents, indicating 
the practicability of doing in the accounting 
field what the American Bar Association 
had done in the legal field.
Mr. Clark, Chairman of the Advisory 
Council of State Society Presidents, called 
attention to the fact that there seemed to be 
practically a unanimity of sentiment that 
the profession has now reached the time 
when it was desired to strengthen the hand 
of the State Society because after all that 
is the place where the work of the profes­
sion has to be done. All operate under State 
laws, all secure their legal rights under State 
laws and the sooner that every State can be 
placed in relationship to the national body, 
the better for all of us. In the Advisory 
Council every State has representation in 
the person of its president. Not all have 
been present at the two meetings already 
held. In that body there is an absolute rec­
ognition of every State. It is desirable that 
the question of Council regional representa­
tion should go as far in that same direction 
as it can.
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On motion, duly made, seconded and car­
ried, the meeting voted that in its judgment 
a Washington office should be maintained 
as. being not only of importance to the pro­
fession as a whole by affording a better 
contact with, Federal officials but as provid­
ing a place where members from various 
sections of the country called to Washing­
ton may have office facilities while there.
R o u n d  T a b l e  
At this point the meeting assumed the 
form of a round-table question box. The 
first subject discussed related to the new 
regulations of the Treasury Department 
with the Secretary being put on the spot in 
an attempt to answer the various questions 
propounded.
Carmen G. Blough, Chief Accountant of 
the Securities and Exchange Commission, 
became the target for a series of questions 
relating to the activities of the SEC.
After an hour and a half spent in this 
question and answer feature, a few more 
questions were raised with regard to the 
consolidation and prior to adjournment a 
rising vote of thanks was tendered to Mr. 
Blough for his willingness to appear and 
answer the questions put to him.
C l o s in g  S e s s io n  
T h e  c lo s in g  s e s s io n  o f  T h e  A m e r ic a n  S o ­
c ie ty  w a s  in  th e  f o r m  o f  a  S u n d a y  m o r n in g  
B r e a k f a s t ,  f o l lo w e d  b y  a  p r e s e n ta t io n  o f  
th e  p a s t - p r e s id e n ts  o f  th e  S o c ie ty  w ith  e a c h  
r e p o r t i n g  o n  th e  w o r k  o f  t h e  S o c ie ty  d u r in g  
h is  a d m in is t r a t io n .  T h e s e  s t a te m e n ts  w ill  
a p p e a r  in  th e  N o v e m b e r  i s s u e  o f  T h e  C e r ­
t i f i e d  P u b l ic  A c c o u n t a n t .
Eleven past-presidents appeared in per­
son and prepared statements from those 
who could not be at the meeting had been 
received and were read. At the beginning 
of the session Chairman Upleger made an­
nouncements regarding the afternoon golf 
and sightseeing trip and then gave the fol­
lowing description of Texas, composed by 
a cowboy:
The devil, we’re told, in hell was chained, 
And a thousand years he there remained, 
He never complained nor did he groan, 
But determined to start a hell of his own, 
Where he could torment the souls of men 
Without being chained in a prison pen. 
So he asked the Lord if he had on hand 
Anything left when he made the land.
The Lord said, “Yes, I had plenty on hand, 
But I left it down on the Rio Grande.
The fact is, old boy, the stuff is so poor 
I don’t think you could use it in hell any 
more.”
But the devil went down to look at the truck, 
And said if it came as a gift he was stuck ;
For after examining it carefully and well 
He concluded the place was too dry for 
hell.
So in order to get it off his hands,
The Lord promised the devil to water the 
lands;
For he had some water, or rather some 
dregs,
A regular cathartic that smelled like bad 
eggs.
Hence the deal was closed and the deed 
was given
And the Lord went back to his home in 
heaven.
And the devil then said, “I have all that is 
needed
To make a good hell,” and hence he 
succeeded.
He began to put thorns in all of the trees 
And mixed up the sand with millions of 
fleas;
And scattered tarantulas along all the roads : 
Put thorns on the cactus and horns on 
the toads.
He lengthened the horns of the Texas steers. 
And put an addition on the rabbit’s ears:
He put a little devil in the broncho steed, 
And poisoned the feet of the centipede.
The rattlesnake bites you, the scorpion 
stings,
The mosquito delights you with buzzing 
wings;
The sand-burr prevails and so do the ants 
And those who sit down need half-soles 
on their pants.
The devil then said that through the land 
He’d managed to keep up the devil’s own 
brand,
And all would be mavericks unless they bore 
The marks of scratches and bites and 
thorns by the score.
The heat in the summer is a hundred and 
ten,
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Too hot for the devil and too hot for men. 
The wild boar roams through the black 
chaparral,—
It’s a hell of a place he has for a hell. 
The red pepper grows on the banks of the 
brook;
The Mexicans use it in all that they cook, 
just dine with a Greaser and then you will 
shout,
"I’ve hell on the inside as well as the out!” 
At the conclusion of these reports Henry 
Miller, on behalf of the past-presidents, 
presented a silver scroll, beautifully 
mounted, to the First President and Present 
Secretary of the Society. The scroll read 
as follows:
The Past Presidents of The American 
Society of Certified Public Accountants 
present this scroll to
DURAND W. SPRINGER
as a testimonial of thanks for his lifetime of 
service to the profession, as an expression 
of appreciation for his accomplishment as 
the First President and later as the Secre­
tary of The American Society of Certified 
Public Accountants, and as an evidence of 
the esteem in which he is held by all Cer­
tified Public Accountants.
Fort Worth, Texas 
October 18, 1936.
The Secretary responded to the tribute 
and then read the following letter from the 
president of the American Institute: 
Durand W. Springer, Esq., Secretary 
American Society of Certified 
Public Accountants 
Hotel Blackstone 
Fort Worth, Texas 
Dear Mr. Springer:
If it is entirely in order will you transmit 
to the members of The American Society, 
assembled in convention at Fort Worth, my 
cordial greetings on behalf of the American 
Institute of Accountants.
We shall be greatly disappointed if every 
single member at your Fort Worth meeting 
does not come down to Dallas on Monday, 
October 19th, and take part in the annual 
meeting of the Institute, which will hence­
forth be their Institute as well as yours and 
mine.
Nobody recognizes more clearly than I 
do the contributions which The American
Society has made to the profession, and I 
know that there will be a fitting celebration 
of its successes at Fort Worth. Naturally, 
I am proud of the Institute’s record of ac­
complishment, but as everybody knows it 
is my conviction that the uniting of the two 
forces will result in an organization infinite­
ly more powerful than either of the present 
ones could have hoped to become alone.
We are looking forward to meeting your 
members at Dallas and to hearing their 
views on the matters before us.
Cordially yours,
R. H. M o n t g o m e r y ,  President.
John T. Madden, Chairman of the Reso­
lutions Committee, presented the following 
resolutions, each of which was unanimously 
adopted:
“Whereas, Carman G. Blough, Chief 
Accountant of the Securities and Exchange 
Commission, most graciously gave us of his 
time and energy in most patiently sustaining 
a bombardment of questions; therefore, 
be it
“Resolved, That The American Society 
of Certified Public Accountants now favor­
ably records its gratitude for the sacrifice 
made by him on this occasion; and be it 
further
“Resolved, That the Society expresses 
also its indebtedness to the Securities and 
Exchange Commission for making it pos­
sible for Mr. Blough to be with us at this 
convention.”
“Preamble.
“It is a coincidence of more than passing 
significance that the final convention of The 
American Society of Certified Public Ac­
countants should be held in the State of 
Texas. The spirit of Texas is the same 
spirit that created The American Society, 
that caused it to grow and prosper, that 
fought successfully until those ideals for 
which it stood found acceptance. And so, 
as Texas entered the Union, likewise this 
Society, too, in the process of time, is enter­
ing a union which we confidently hope will 
be permanent and steadfast. One final duty 
remains to us as an organization, namely, 
to express our appreciation to our hosts, 
which we quite inadequately do in the fol­
lowing resolution:
“Whereas, The members of this Society 
have experienced to the fullest that spirit
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of Southland hospitality in the land where 
the West begins during the last convention 
of this Society; therefore, be it
“Resolved, That we take this formal 
method of expressing to the Texas State 
Society, as a body, the warm sentiments of 
appreciation which we have delighted to ex­
press to the members individually, for the 
comfort, entertainment and radiant good 
cheer which has been our privilege while 
here and the memory of which we shall 
carry away with us to be treasured as long 
as memory lasts.”
“At the closing session of The American 
Society of Certified Public Accountants 
prior to the formation of one national or­
ganization of certified public accountants, 
which takes place in Dallas tomorrow, the 
members of The American Society recall in 
grateful recollection the part which Wilbur 
L. Harrison played in the organization and 
development of the Society in the early 
years, and after listening to a memorial ad­
dress delivered by the last Secretary and a 
Past President, Mr. Durand Springer, the 
Society rose to a silent toast to his memory.” 
President Morrison introduced the offi­
cers elected by the Board at its Saturday 
meeting and turned the meeting over to the 
newly elected president, Harry M. Jay. He 
responded as follows:
“I have always felt that the greatest honor 
that could come to an accountant was the 
presidency of this Society, and I appreciate 
very deeply the confidence that has been 
shown in me in placing that high honor 
upon me. We have our national organiza­
tion, and while my term of service may be 
short (and it might be well that it is so; I 
won’t have time for many mistakes), I will 
do what I can to keep the spirit of The 
American Society alive in the new organ­
ization. Thank you.”
The meeting was concluded by Messrs. 
Upleger and Rossetter leading in the sing­
ing of the Longhorn song and of Auld Lang 
Syne.
E x e c u t i v e  C o m m i t t e e
The Executive Committee of the Society 
went to Dallas for an evening meeting with 
the Executive Committee of the Institute. 
All questions of detail with regard to the 
Dallas meeting and the relation of the So­
ciety members in connection therewith were
settled. Considerable time was spent in an 
effort to reach an agreement as to the word­
ing of a single amendment covering the 
question of regional representation which 
might be proposed at the Tuesday morning 
meeting of the Institute with the joint en­
dorsement of both executive committees. 
It was not possible for such an agreement 
to be reached. Adjournment was taken with 
the understanding that the Executive Com­
mittee of the Society would confer with its 
Board of Directors on Monday morning. 
There was a regularly called meeting of the 
Institute Council for Monday morning and 
the two executive committees agreed to 
meet on Monday afternoon at five o’clock 
for the purpose of seeing if at that time a 
unanimous decision as to a single amend­
ment could be reached.
B o a r d  o f  D ir e c t o r s
A meeting of the Board of Directors of 
The American Society was held at Fort 
Worth Monday morning at eight o’clock in 
which the whole situation was freely and 
frankly discussed. The Executive Commit­
tee reported that it had presented the sug­
gested amendment as it had been endorsed 
by the Directors; that the Executive Com­
mittee of the Institute had presented a coun­
ter-proposal to the effect that the Council 
should be composed of one group of mem­
bers elected by districts, in accordance with 
that general suggestion, and another group 
of members elected in the same manner as 
they had been heretofore elected by the In­
stitute. In view of the fact that neither 
Executive Committee was willing to agree 
to the proposition of the other, it became 
necessary for a decision to be reached some 
time before action was taken by the Institute 
as to whether it was more important to the 
profession to, by means of compromises, 
reach an agreement on a single proposed 
amendment or whether it might be better to 
make a presentation of both plans to the 
membership as it will be constituted after 
the consolidation has been effected, with the 
possibility of course that other proposals 
might be submitted on the convention floor.
After a thorough discussion of the two 
general proposals and the possibilities in­
volved in case an agreement was not 
reached, the Board felt that it was better to 
make a presentation to the Advisory Coun­
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cil of State Society Presidents at its meet­
ing Monday afternoon and the Board unani­
mously expressed its approval of whatever 
action the Executive Committee might de­
termine should be taken in the matter from 
that time on.
During the discussion a wide variety of 
views were expressed as to what not only 
might but should be done; all realizing, 
however, that not all the ideas suggested 
could be carried out, that whatever decision 
was reached not every member of either the 
Institute or the Society would be satisfied, 
but that the executive committees of the 
two bodies had, according to all reports, so 
far conducted the negotiations as to indicate 
that they had in mind the betterment of the 
profession and that further decisions could 
and should be entrusted to their best judg­
ment at the time that they were required 
to be made.
Notes
The registration at Fort Worth was 171, 
representing 29 different states. All ses­
sions were well attended, all entertainment 
was thoroughly enjoyed.
The Texas Society Local Committee 
consisted of Arthur C. Upleger, Waco, 
Chairman; Clifton H. Morris and Lyle R. 
Sproles of Fort Worth; Luke Garvin of 
Dallas and J. J. Gannon of Houston. The 
Ladies Committee had as Co-Chairmen 
Mrs. Harry Jay of Memphis, Tennessee 
and Mrs. Lyle R. Sproles of Fort Worth, 
with Mmes. H. A. Pickens, Francis E. 
Kepple, Louis R. Sarazan and Clifton H. 
Morris of Fort Worth.
Saturday noon the ladies were enter­
tained with a bridge luncheon at the Fort 
Worth Club. All joined in the entertain­
ment at Casa Manana and the Last Frontier 
at Fort Worth Frontier Centennial Cele­
bration, returning to the Hotel Blackstone 
just short of midnight for a farewell meet­
ing of The Order of Twelve and a farewell 
gathering of the ladies.
Sunday afternoon those who desired 
played golf. Carl Dietze of Wisconsin was 
the successful contestant for the Tanner 
Cup, turning in the low gross score. H. S. 
Hutzell of West Virginia was the winner 
of the District of Columbia Cup, turning in 
the low net score. Those who did not play 
golf enjoyed a three-hour sightseeing trip.
Monday morning found those who had 
been in attendance at the Society meeting 
at Fort Worth traveling eastward to attend 
the Institute meeting at Dallas.
Association of C.P.A. Examiners
Organized in Kansas City, Missouri in
1935, a meeting was held at the Baker 
Hotel, Dallas, Texas on Monday, October 
19, 1936.
The officers elected a year ago were E. E. 
Leffler of New York, Chairman, Claude F. 
Harmon of Arizona, Vice-Chairman, and 
Robert Miller of Kentucky, Secretary. No 
change was made in the official family at the 
Texas meeting.
The morning and afternoon sessions were 
informal in character and devoted to a 
presentation of various experiences by 
State Board members present, with atten­
dant discussions relating thereto.
In view of the consolidation of the Amer­
ican Institute and The American Society 
the Chairman was authorized to appoint a 
committee from the Association to confer 
with a similar committee from the Insti­
tute with reference to the whole question of 
an examination service.
In the evening a joint meeting was held 
with Maurice E. Peloubet, Chairman of the 
American Institute Board of Examiners, 
and E. E. Leffler, Chairman of the Associa­
tion of Certified Public Accountant Ex­
aminers, presiding jointly. J. L. Goggans, 
the Texas representative on The National 
Conference of Bar Examiners, gave an ad­
dress on “Essentials of Admission to the 
Bar,” following which there was a general 
discussion participated in by those who 
chose.
At the close of the meeting, small groups 
gathered to still further informally discuss 
points that had been brought out in the 
meeting itself.
Advisory Council of State 
Society Presidents
In view of the wide-spread interest in 
what has usually been denominated regional 
representation in connection with the pro­
posed consolidation of the American In­
stitute and The American Society, Chair­
man Clark of the Advisory Council had ap­
pointed a sub-committee of five to study
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proposed amendments to the by-laws of the 
American Institute in advance of the meet­
ing so that the meeting of the Advisory 
Council called for Dallas might have some­
thing before it on which to start a discus­
sion.
The meeting of the Council was called 
to order by Chairman Clark of Oklahoma, 
Monday afternoon, October 19, at two 
o’clock. The secretary elected a year ago 
not being present, Carl Dietze of Wisconsin 
was elected as secretary. Four members 
of the sub-committee were present—Anson 
Herrick, California, Chairman, Arthur L. 
Baldwin, Colorado, Julius E. Flink, New 
Jersey, and James F. Hughes, New York. 
The committee reported that they had given 
careful attention to all of the suggestions 
which had come to them as the result of in­
quiries made and had not as yet reached a 
conclusion with regard to the details of an 
amendment covering the subject of regional 
representation. This preliminary report 
opened the question for discussion in which 
those who were present, but not regularly 
accredited delegates, were invited to par­
ticipate as it was the desire of the committee 
to obtain all available ideas.
During the afternoon two actions were 
taken. The first requested the Institute to 
retain a Washington office as being of value 
to the profession as a whole and to the in­
dividual members thereof. The second was 
a request to the Executive Committee of 
the Institute not to present the question of 
proposed regional representation amend­
ment to the Tuesday morning meeting, but 
give the committee more time in which to 
study the question and endeavor to reach 
a decision that shall be satisfactory to the 
executive committees of both Institute and 
Society. The Advisory Council took a re­
cess until Tuesday afternoon when a second 
meeting was held at which time the sub­
committee presented the following report 
which was approved.
S u b -C o m m i t t e e  R e p o r t
At the conference of State Society Presi­
dents at Atlantic City in August, 1935, the 
matter of a merging of the American In­
stitute of Accountants and The American 
Society of Certified Public Accountants 
was considered and a resolution was 
adopted recommending that the governing
body of the merged organization be selected 
and elected by districts and by the members 
resident therein, a proposal that has been 
referred to since as regional representation.
Since that time negotiations between 
committees of the two organizations have 
continued and all matters involving differ­
ences of opinion have been settled satis­
factorily except the composition and man­
ner of selecting and electing the governing 
body of the American Institute, which by 
agreement will constitute the continuing or­
ganization. Notwithstanding the earnest 
efforts, which have continued to almost the 
present moment, the executive committees 
of the two organizations have been unable 
to agree upon this matter. In contempla­
tion of such possibility, this committee was 
created for the purpose of preparing a rec­
ommendation, to be made by this Advisory 
Council, of amendments to the By-Laws of 
the American Institute which would give 
effect fairly to the aforementioned recom­
mendation of the Conference of State 
Presidents.
The problems before your committee 
have been of particular difficulty. Not only 
does the matter of selection and election 
by districts contain serious problems, which 
become apparent only upon study of the 
subject, but earnest, widely different con­
victions exist among those who have given 
the entire subject the most extensive study.
Under the By-Laws of the American In­
stitute as now constituted, the principle of 
“regional representation” is recognized. 
Consequently the question is not one of 
affording regional representation, but 
rather of making more definite the manner 
of distributing such representation and of 
giving to districts a free and independent 
hand in the selection and election of those 
members to be elected within each district.
Your committee believes that the various 
districts or regions of the country should 
be afforded this right of independent elec­
tion and selection of members of the Coun­
cil. While it recognizes that the plan per­
mits of the widest possible latitude in the 
selection of Council members, your com­
mittee emphasizes strongly the need for an 
objective of a national point of view. The 
interests of the profession will be served 
best by viewing this plan merely as a method 
of election and not as indicative of the ex­
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istence of sectional or geographical con­
flict or of a need for district representation 
in its political sense.
As a safeguard to insure the preservation 
of the essential unity of the one national 
organization and because of other reasons, 
independently important, your Committee 
is unanimous in the opinion that a part of 
the Council should be selected and elected 
from the membership at large.
Concisely, it is the opinion of your Com­
mittee that the Council, upon the basis of 
the present membership, should be increased 
from its present membership of thirty-five 
to a membership of 52, of which 40 shall 
be selected and elected by districts and 12 
shall be selected and elected from the mem­
bership at large.
The questions of districts and of deter­
mining the number to be selected and 
elected within each district, in themselves 
contain serious problems, and it is the opin­
ion of your Committee that these are ques­
tions which should be left for determination 
by the Council, subject only to the provi­
sion that the number of districts shall be 
not less than 12 and that the number to be 
elected within each district shall be pro­
portionate to membership, the proportions 
being so weighed, however, that no district, 
regardless of membership, would be en­
titled to elect more than six.
The problem of effecting the change also 
is serious, particularly in that it involves the 
palpable necessity of continuity and the 
recognition of existing members whose 
terms have not expired. Upon this question 
your Committee is of the opinion that the 
existing Council of 35 should be continued 
as Members at Large, but without further 
election until the number of such members 
has been reduced by expiration of terms, 
and that the election of the 40 members to 
be selected and elected by districts, should 
take place prior to the annual meeting of
1937.
Accordingly, your Committee recom­
mends that this Advisory Council recom­
mend to the Council of the American Insti­
tute of Accountants, that the By-Laws of 
the Institute be amended, in such a manner 
as may be approved by its Counsel, so as to 
provide the following:
(1) That until the annual meeting of
1937 the present Council, including 
those to be elected at the 1936 an­
nual meeting, shall continue.
(2) That prior to the annual meeting of
1937, forty additional council mem­
bers are to be elected by districts, of 
whom 10 shall be elected for one 
year, 10 for two years, 10 for three 
years, and 10 for four years, and 
that in each succeeding year ten shall 
be elected for terms of four years. 
The holding of a certificate as a Cer­
tified Public Accountant for a peri­
od of ten years shall be a prerequisite 
of eligibility for election of members 
of the Council to be elected by dis­
tricts.
(3) That at the annual meeting of 1937, 
and until and including the annual 
meeting of 1939, the Council shall 
consist of those members of the pres­
ent Council whose terms have not 
expired, and the forty members to 
be elected by districts.
(4) At the annual meeting of 1939, 
twelve members of the Council shall 
be elected at large, of whom 3 shall 
be elected for one year, 3 for two 
years, 3 for three years, and 3 for 
four years; and that at each annual 
meeting thereafter three shall be 
elected for a term of four years.
(5) That for the purpose of electing the 
40 Council members to be selected 
and elected by districts, the United 
States and its Possessions shall be 
divided into districts in such manner 
as the Council shall provide, except 
that there shall be no less than 12 
districts, and that the number to be 
elected from each district shall be 
proportionate to the number of mem­
bers in such district, so weighed that 
no district shall have more than six 
members upon the Council at any 
time, and that the manner of selec­
tion and election of the members to 
be selected within any district shall 
be optional with the members within 
that district.
(6 ) That the members to be elected from 
the membership at large shall be 
nominated by the Nominating Com­
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mittee of the Institute and otherwise 
is now provided by the By-Laws, 
and shall be elected at the annual 
meeting. 
(7) That any time that the membership 
exceeds 5000, the number of the 
members of the Council, to be se­
lected and elected by districts shall 
be increased by two for each 500 that 
the total membership exceeds 5000.
Respectfully submitted,
Committee on Amendments to 
By-Laws of American In­
stitute
A r t h u r  L. B a l d w i n ,  
J u l i u s  E. F l i n k ,
J a m e s  F .  H u g h e s ,
A n s o n  H e r r i c k ,  Chmn.
Institute Dallas Meeting
One of the largest meetings in the his­
tory of the American Institute was held 
at the Baker Hotel, Dallas, on Monday, 
Tuesday, Wednesday and Thursday, Oc­
tober 19-22.
An executive session o f the Council was 
held Monday morning. Other articles refer 
to meetings of State Accountancy Boards 
and Advisory Council of State Society 
Presidents held during that day. The eve­
ning was given over to entertainment and 
informal group conferences.
At five o’clock in the afternoon an ad­
journed meeting of the executive commit­
tees of the Institute and the Society was 
held without any agreement being reached 
on a single amendment which could be pre­
sented covering the question of regional rep­
resentation.
The first general session was held Tues­
day morning, at which time a welcome was 
extended by President Rodgers of the 
Texas Society to foreign societies and visi­
tors. This was responded to by Mr. Win­
ter, President of the Dominion Association 
of Chartered Accountants, and by Mr. 
Chavero, President of the Institute of Cer­
tified Public Accountants of Mexico. Presi­
dent Montgomery’s annual address appears 
elsewhere in this issue. Annual reports 
were presented from the Council, Execu­
tive Committee, Board of Examiners and 
other officials.
Eighteen suggested amendments were 
offered and by unanimous vote the Secre­
tary was directed to present them to the 
members. Seventeen of these amendments 
were to be presented as soon after the meet­
ing as possible. They involved questions of 
phraseology and some minor amendments 
which needed to be acted on prior to sub­
mitting the two amendments that were to 
go to the united organization after the con­
solidation had been completed.
One amendment, relating to the change 
in name, was to be submitted after all mem­
bership transfers had been made along with 
the amendment relating to the subject of 
regional representation which was not pre­
sented at this time owing to the request of 
the Advisory Council of State Society 
Presidents.
Henry H. Heimann, Executive Manager 
of the National Association of Credit Men, 
gave an inspirational address on the sub­
ject “Will We Ever Learn?”
In the afternoon general session Murray 
Lattimer, a representative of the Social Se­
curity Board, spoke on “Social Security 
Laws” and Victor H. Stempf of New York, 
gave an address on the “Advantages and 
Disadvantages of Consolidated State­
ments.”
The leading editorial in the Dallas N ew s  
for Tuesday morning was as follows:
Accountants’ Mission
What the country really needs is more 
and better bookkeeping. Some other things 
are needed, of course. Among those fre­
quently mentioned are better law enforce­
ment, good 5c cigar, increased pay for gar­
ment workers and college professors, uni­
form drivers’ signals, greater consumption 
of spinach, smaller legislative bodies, 
shorter ballot, increased church attendance, 
higher tariffs, lower tariffs, conservation of 
natural resources et cetera almost ad infini­
tum. On some of these issues we are di­
vided and do nothing much; on some we are 
in agreement and do nothing much. As for 
better bookkeeping, the issue seems never 
to have been raised.
But suppose that we did have good book­
keeping in this country, meaning bookkeep­
ing that is efficient and honest and widely 
applied. For one thing, the farmer long 
ago would have been in position to con­
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vince himself and the world also that he 
was producing below cost. Something 
might have been done about it. If there had 
been universally good bookkeeping, gen­
erally reported to a public that knew enough 
to understand simple analytical statements, 
billions of dollars of investors’ money might 
have been saved. The country might have 
avoided the depression, or at least the very 
drastic depression that it suffered. There 
are those who think that Uncle Sam needs 
a few lessons in bookkeeping. This is one 
of the issues on which we seem to be 
divided. Experience of recent years has 
shown that some other countries have 
needed education along this line.
In the growing complication of our eco­
nomic affairs, it is the bookkeeper who is in 
position to give us an intelligible picture. 
We need throughout the Nation more and 
better bookkeeping, better reports on book­
keeping, and a public educated to under­
stand these reports. No one has thought of 
the accountant as a Moses, but it may be 
he who will lead us out of the wilderness 
yet.
The American Institute of Accountants 
and The American Society of Certified Ac­
countants are holding a joint convention in 
Dallas. The proposal has been made that 
they consolidate under the name of the first 
mentioned. The purpose apparently would 
be a better integrated organization, more 
seriously bent on scientific progress in their 
profession. Whether or not they consoli­
date, the accountants apparently have in 
mind their growing responsibility. The pub­
lic ought to become interested, even though 
accounting is not as interesting as football 
or politics. “More and Better Bookkeep­
ing.” It ought to become a public slogan.
Tuesday evening was given over to a 
Dinner Dance at Chez Maurice.
Wednesday morning there were four 
Round-Table Discussions—one on the sub­
ject “Accounting Problems of the Oil and 
Gas Industry,” one on the bulletin of the 
Institute on “Examination of Financial 
Statements by Independent Public Ac­
countants,” one on “S. E. C. Forms and Re­
quirements Relating to Accounting” and 
the fourth concerned the question “To 
What Extent is Reinvestment of Earnings 
Compulsory and what are the Results of
Failing to Recognize These Require­
ments ?”
Wednesday morning the Golf and Ten­
nis Tournaments were carried out at the 
Brook Hollow Golf Club.
The afternoon found most of the mem­
bers at the Texas Centennial Exposition 
and at eight o’clock the entire company 
enjoyed the Cavalcade of Texas, a pagean­
try exhibit depicting “Texas Under Six 
Flags.”
During Wednesday the various commit­
tees of the Institute, Society and Advisory 
Council of State Society Presidents were 
engaged in conferences endeavoring to 
work out a single plan of regional repre­
sentation which could be presented to the 
membership.
Thursday morning the final business ses­
sion of the Institute was held. The report 
of the Nominating Committee was unani­
mously adopted electing the following offi­
cers :
President — Robert H. Montgomery, 
New York.
Vice-Presidents — Charles F. Ritten­
house, Massachusetts, Edwin H. Wagner, 
Missouri.
Treasurer — Arthur W. Teele, New 
York.
Auditors -— Fred L. Main, New York, 
R. G. Rankin, New York.
Members of Council for Five Years— 
J. Chester Crandell, Massachusetts; Nor­
man L. McLaren, California; Hugh A. 
Sinclair, Wisconsin; William J. Taylor, 
Ohio; George M. Thompson, California; 
T. Dwight Williams, Oklahoma; Richard
S. Wyler, Missouri.
Member of Council for Two Years — 
Adrian F. Sanderbeck, Pennsylvania.
A vacancy having occurred by reason of 
the absence of a member of the Council, 
William C. Heaton of New Jersey, was 
elected for a period of one year.
The following letter was read:
Robert H. Montgomery,
President Institute of Accountants,
Dallas, Texas.
Dear Sir:
In accordance with the agreement 
reached by the Executive Committees of 
the American Institute of Accountants and 
The American Society of Certified Public 
Accountants, a revised Constitution for the
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Society was submitted in the regular pre­
scribed manner for ratification or rejection.
Under the revised form all certified mem­
bers of the Institute automatically become 
members of the Society, the affairs of 
which will be managed by a Board of 
Trustees. The present Executive Com­
mittee of the Society will serve as such 
Board of Trustees until the details in con­
nection with the consolidation have been 
completed, after which the Executive Com­
mittee of the Institute, as constituted from 
time to time, will serve as such Board.
Notice is hereby given that all legal steps 
having been taken in accordance with the 
Constitution and By-Laws of the American 
Society as they were in force October 1,
1936, the revised Constitution as submitted 
under date of October 9, 1936 has been 
ratified and adopted and is in full effect as 
of October 22, 1936.
Very respectfully,
H a r r y  M. J a y ,  
President.
Dallas, Texas 
Oct. 22, 1936
Two suggested amendments covering the 
subject of regional representation were pre­
sented and both were unanimously ordered 
to be submitted to the membership after de­
tails of consolidation had been completed. 
These two are presented in parallel columns 
elsewhere in this issue.
While the Executive Committee of The 
Society had prepared a proposed amend­
ment it decided to submit instead an amend­
ment based on the recommendations of the 
Advisory Council of State Society Presi­
dents, the phraseology having been ap­
proved by the Counsel of the Institute. The 
Executive Committee of the Institute sub­
mitted a proposed amendment paralleling 
that prepared following the State Society 
Council recommendations except at a few 
points. The State Society Council advo­
cated a governing body of forty nominated 
and elected by districts, ten a year for a 
period of four years, but provided for possi­
ble increase in that number with an in­
creased membership. They also recom­
mended an election of three members at 
large each year for a period of four years
in order that any inequalities arising with­
in districts where it was necessary to in­
clude more than one State might be over­
come.
The Institute Committee provided for the 
election of thirty-five by districts, seven a 
year for a period of five years with no 
arrangement for an increased number by 
reason of an increased membership, and 
thirty-five to be elected at large under the 
present Institute plan, seven a year for five 
years.
A careful study of the two amendments 
will show that except in these points they 
are practically alike. In time, therefore, 
the members of the joint body will be of­
fered the opportunity of casting a vote on 
two propositions—Shall the name of the 
consolidated organization be changed from 
the American Institute of Accountants to 
the American Institute of Certified Public 
Accountants, and then shall the plan pro­
posed by The Society Executive Committee, 
following the report of the State Society 
Advisory Council, or shall the plan sub­
mitted by the Institute Executive Com­
mittee be adopted as the plan for regional 
representation ?
New York was selected as the meeting 
place for the 1937 meeting at which time 
the profession will celebrate the 50th Anni­
versary of the organization of the first na­
tional professional accounting body, the 
American Association of Public Ac­
countants.
Following the business, addresses were 
given by Dr. Leland Rex Robinson of Co­
lumbia University on “Are Present Forms 
of Financial Statements Satisfactory?” and 
by Norman L. McLaren of San Francisco 
on “Tax Management Under the Revenue 
Act of 1936.”
In the afternoon Round-Table dis­
cussions were held on the “Variation in 
Requirements as Between Industries for 
Fixed and Working Capital” and the 
“Training of Certified Public Account­
ants.”
The annnual banquet followed by danc­
ing concluded a successful meeting. The 
speaker of the evening was former 
Governor Pat Neff, now President of Bay­
lor University.
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also automatically accumulate such labor 
statistics as hours, earnings, various deduc­
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How this training 
meets the needs of the individual
O N E of the interesting features of the course in Accounting offered 
by the International Accountants Society, Inc., is its wide range of 
selectivity, which affords the student specialized instruction.
The chart shows how the student can select more than one-half his 
lessons to cover subjects pertaining to work in which he is most in­
terested.
This elective feature enables the student to progress directly to a 
specific goal. A fter attaining his goal, he can broaden his knowledge 
by proceeding with the study of the remaining subjects.
Upon request, we will gladly mail our booklet, "How to Learn 
Accounting,” to anyone who is interested in obtaining full informa­
tion regarding I A S . training. Address the International Account­
ants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.
In t e r n a t io n a l  
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a Division of the
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W hen you select an accounting  m a­
ch in e  fo r your business, com e to 
A ccounting  M achine H ead q u a rte rs  
. . .  to U nderw ood E llio tt F ish e r  . . .  
and  be sure to get the  m achine th a t 
fits y our p articu la r  problem .
U nderw ood E llio tt F ish er m akes 
th ree  com plete lines of accounting  
m achines . . .  th ree  d istinc t types of 
m achines w ith  a w ide varie ty  of 
m odels in  each. W hen U nderw ood 
E llio tt F ish e r  recom m ends a m a­
ch ine. you m ay be certa in  th a t it 
was designed to do your job .
A ccountants will te ll y o u  th a t U n­
U N D E R W O O D  
E L L I O T T  F I S H E R
 ACCOUNTING MACHINES
U N D E R W O O D  E L L I O T T  F I S H E R  S P E E D S  T H E  W O R L D ’S  B U S I N E S S
derw ood E llio tt F ish e r  no t only  has 
ju st th e  m achine fo r  your p rob lem  
b u t th e  organ ization  to  he lp  you 
use it. N ationally  know n organiza­
tions th a t have used  these m achines 
fo r  a fu ll q u a rte r  o f a cen tu ry  are 
o rd erin g  regu larly  year a fte r year. 
T hey  know , too, th a t nex t to th e  m a­
ch ine  itse lf  n o th in g  is m ore im p o rt­
a n t th a n  th e  o rgan ization  back  of it.
W hether you 
n e e d  a c c o u n t­
in g  m a c h in e  
eq u ipm en t now 
o r no t, it w ill
N a m e  o f  B u s in e s
A d d r e s s ________
C ity _____________
pay you to know  ju st w hat U n d er­
wood E llio tt F ish er M achines can 
do for you. T elephone ou r nearest 
B ranch  or m ail the coupon for a 
c o m p le te  d e m o n s tr a t io n . E v e ry  
U nderw ood E llio tt F isher M achine 
is backed by nation-w ide, company- 
ow ned service facilities.
A c c o u n t in g  M a c h in e  D iv is io n  
U N D E R W O O D  E L L I O T T  F I S H E R  C O M P A N Y
A c c o u n t in g  M a c h i n e s . .  . T y p e w r i te r s  
. .  . A d d i n g  M a c h in e s ,  C a r b o n  P a p e r , 
R ib b o n s  a n d  o th e r  S u p p l ie s  
O n e  P a r k  A v e n u e ,  N ew  Y o r k ,  N .  Y .  
S a le s  a n d  S e r v ic e  E v e r y w h e r e
A c c o u n tin g  M a ch in e  D iv is io n  
U n d erw o o d  E ll io t t  F ish e r  C o.
O n e  P a rk  A v en u e . N ew  Y o rk , N . Y.
P lea se  h av e  y o u r  re p re s e n ta t iv e  
g e t in  to u c h  w ith  m e  in  c o n n e c tio n  w ith  
a d e m o n s tra tio n  o f  yo u r  a c c o u n tin g  m a ­
ch in e?  . . .  w ith o u t o b lig a tio n  to  m e , o f  c o u rse .
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In t h e  g e n e r a l  c o u r se s  in  
Co m m e r c ia l  and  P r o f e s sio n a l  A c c o u n tin g , o f f e r e d  by
THE 
AM ERICAN ACADEMY OF ACCOUNTANCY
is included a specific course in
C orporation  A ccounting
which includes among its many interesting studies, 
such matters as the following:
An illustrative case under 77B in bankruptcy.
A study of typical prospectuses recently issued under 
the regulations of the Securities and Exchange Com­
mission.
A discussion of the rules and regulations of the 
Securities and Exchange Commission, (including In­
struction Book for 10-K), and their effect and in­
fluence upon accountancy procedures.
A study of the recently developed form of account­
ants’ report and the 1936 revision of the Federal 
Reserve bulletin published by the American Insti­
tute of Accountants.
A study of straight-line and circuit relationships in 
combinations of corporations, the formula and equity 
methods of determining interests, and the method of 
developing formulas for use in preparing Consoli­
dating and Consolidated Statements.
A m erican  A cadem y  of A ccountancy
Executive Offices
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“N ow  we are trying to make everything easy for ourselves. We have yet to 
learn that character and ability are acquired only through tireless efforts that we 
refer to as hard work—that the more difficulties we encounter, the more hazardous 
situations we have to surmount, the more efficient we finally become.”
— B e r n a r r  M a c F a d d e n .
T h e  P r e s i d e n t ’s  P a g e  
O pportunity
by H arry  M. J a y , C.P.A.
THAT opportunity knocks but once I do not believe; dame Fortune and the little fellow “Good Luck” pass around quite often. Oppor­tunity not only knocks more than once but walks in where an open door is 
found and sits with us until she feels that her company is not agreeable. 
The trouble is we fail to realize the presence of such a helpful and willing 
friend.
Opportunity now sits on your doorstep waiting an invitation to come 
within.
Ballots will soon be sent to you on which you may, in substance, 
state your preference as to the kind of organization you wish your Na­
tional Association to be and the name by which you desire it should be 
known.
We are “Certified Public Accountants” and though I have never 
liked the word “Certified,” it has been given to us and therefore should 
be in the name of our national organization.
To be national in every sense the organization must in all things and 
in every manner consider the interest of the profession as a whole and 
be controlled by the members. Before you mark your ballot on the 
method of selecting the members of the governing body, study carefully 
the plans presented, review the situations of the past, draw your mental 
pictures of the effect on the future and after thoughtful deliberation 
vote for the plan you think will give you and your fellow members a 
voice in the affairs of your organization.
Herein lies “Opportunity.” Do not frighten her away by a reckless 
or hasty decision. If the majority fail now to obtain what they want, 
what is best for them, the fault is theirs because they have the oppor­
tunity.
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There are many certified public accountants in every section who 
do not belong to the State or national societies, each one of you should 
take it upon yourself to work untiringly until every stray colt is brought 
into the corral. In a professional organization strength is largely in 
numbers. The field is plentiful and ripe, we should go to the “fiftieth 
anniversary” at New York in 1937 with double the present membership. 
Here again is opportunity to further the interests of your profession and 
make its influence more distinctly felt in the world of industry.
Laws affecting accountancy in one form or another are continually 
being enacted in the various states. Through their State societies, local 
accountants, by being alert, may stop or correct much bad or faulty 
legislation, and aid the passage of laws requiring better accounting and 
better supervision of taxing and accounting departments of states and 
municipal divisions, and thereby render a valuable service to the public. 
Opportunity again.
Opportunity in the air, here, there, everywhere. W ill we be up and 
doing or will w e  sit idly down to say Opportunity has passed and will 
not come this way again.
P o l i c y  A m e n d m e n t s
b y  D u r a n d  W. S p r i n g e r ,  C.P.A.
AT the present time, in connection with the consolidation of the American 
Institute of Accountants and The American 
Society of Certified Public Accountants, 
seventeen different amendments are being 
voted on by members of the Institute. Most 
of these are essential to completing the de­
tails involved in the consolidation in order 
that all of the members of the consolidated 
organization may be given the opportunity 
of voting on the two unsettled matters of 
policy. Those two relate to the question of 
name and to what usually has been denomi­
nated as regional representation.
The problems involved in change of 
name are simple. Those who favor the 
change of name base their argument on the 
fact that every State now has a C. P. A. 
law, that in most of the states there are 
organizations of certified public account­
ants and that from a professional stand­
point the title Certified Public Accountant 
is the one by which the legally designated 
independent accountancy practitioner is 
recognized throughout the United States. 
It is the title which in the United States 
corresponds to the same professional recog­
nition accorded the Chartered Accountant 
in England and Canada.
The American Society has never had in 
its membership other than certified public 
accountants. The American Institute has 
never had at any one time more than 10% 
of its members who were not certified. As 
of January 1, 1936, an amendment prevents 
future admission to the Institute of persons 
who are not certified. With the completion 
of the consolidation, the non-certified mem­
bers and associates in the Institute will total 
less than 3%, and that will be diminished 
from year to year.
The Federal Government, in its Treasury 
Department regulations and Board of Tax 
Appeals rules, has distinguished between 
the C. P. A., as designated by the several 
states, and the public accountant practi­
tioner.
The proposal is to change the name of 
the American Institute of Accountants, the 
surviving operating organization, to the 
American Institute of Certified Public Ac­
countants. The proposed title includes the 
first part of the name of the Institute and 
the last part of the name of the Society
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and will include in the name of the oper­
ating national body the only title by which 
every State has designated its legally 
recognized accounting practitioners.
To this suggestion some objections have 
been raised. One is that the present name of 
the Institute has acquired a prestige which 
should be preserved by the retention of its 
name as is. The present name has been in 
use for twenty years, taking the place of 
the old American Association which had 
been operating for thirty years and which 
had during that period gained as much rela­
tive prestige in the business world as has 
the Institute since that time. In other 
words, the change in name did not in any 
way lessen the prestige of the national body 
then in existence and it is felt that a change 
in name at this time would have no more 
marked effect on the question of prestige 
than did the change in name back in 1916.
A second objection that has been raised 
is that the American Institute of Account­
ants is a more euphonious term than is the 
American Institute of Certified Public 
Accountants, that the proposed name is 
longer, will not make as neat looking a 
letterhead and in general it will be cumber­
some. For fifteen years the Society has 
existed under a name of equal length and 
has found it possible to obtain as satis­
factory typographical arrangements as have 
been obtained by the shorter name of the 
Institute.
A third objection that has been raised is 
that to change the name would require an 
issuance of new certificates which would 
involve an expense. This objection might 
have been considered in the dark days of 
the depression but if it is the desire of the 
profession to publicly acclaim through its 
national organization the designation which 
has been legalized by every State in the 
Union, the expense involved in issuing new 
certificates ought not to be thought worthy 
of serious consideration.
It has also been suggested that the present 
name of the Institute is general in character, 
and is preferable to the more specific name 
which the amendment would provide. In 
view of the greater divergency in practice 
in states where attempts have not been 
made to regulate the entire profession, it 
would seem wise to use the designation 
which was specific rather than the designa­
tion which was only general. Every holder 
of a C. P. A. certificate who desires to asso­
ciate the professional ideal with that desig­
nation will naturally vote that the national 
professional organization should recognize 
in its name the term which has been recog­
nized by all the states in their laws.
The second policy involved concerns the 
method of selecting the governing body of 
the organization. In the October issue of 
T h e  C e r t i f i e d  P u b l i c  A c c o u n t a n t  a de­
tailed story was presented of the different 
Texas meetings of the Institute, the Society 
and the Advisory Council of State Society 
Presidents as they related to this important 
question. A  re-reading of these statements 
will be helpful. As therein indicated, the 
executive committees of the Institute and 
the Society were unable to reach an agree­
ment as to a single amendment which 
should be presented. The amendments pro­
posed by each body were given in parallel 
columns on page 593 of the October issue.
The proposal of the Executive Com­
mittee of the American Institute was read 
by Arthur Teele and was introduced by the 
following statement:
“The executive committee is unani­
mously of the opinion that the amendment 
made at the 1935 meeting adequately pro­
vides for regional selection and representa­
tion on the council, and that there is no 
necessity for further amendment of the 
provisions of the by-laws with regard to 
election of members of the council, at least 
until the by-law adopted last year has had 
a fair trial. It would be a serious mistake 
to completely change the method of election 
of members of the council and thus embark 
on a plan which for the Institute is untried.
“However, if a majority of the members 
believe that a method of regional repre­
sentation should be introduced which will 
include the division of the country into dis­
tricts and the giving to the members of the 
Institute in such districts control over the 
nomination and election of members of 
council in such districts, the executive com­
mittee is unanimously of the opinion that the 
following proposed amendment adequately 
accomplishes that result by retaining the 
present system as to one half of the council 
and dividing the country into districts for 
nomination and election of the other half."
The proposal of the Executive Com­
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mittee of The American Society was read 
by Henry J. Miller and was introduced by 
the following statement:
“The Executive Committee of The 
American Society had prepared a draft of 
a suggested amendment which they thought 
embodied the wishes of the accountants of 
the country and members of The Society 
as well as of the Institute. You have heard 
the report of the Advisory Council of State 
Society Presidents. Realizing that that re­
port was unanimously adopted, The Ameri­
can Society feels that the report and recom­
mendations in the report of the Advisory 
Council of State Presidents will carry out 
and will express more clearly than any 
other amendments the wishes of the ac­
countants of the country.
“We have, therefore, decided not to sub­
mit the amendment as originally drafted by 
The American Society but to submit an 
amendment which follows exactly the 
recommendations unanimously adopted by 
the State Society President’s meeting.
“I will now submit this amendment, 
which was prepared and submitted to Mr. 
Spencer Gordon, counsel of the Institute, 
for his legal opinion. It was unanimously 
adopted by the Executive Committee of 
The American Society and is in direct ac­
cordance with the provisions of the report 
read here and adopted unanimously by the 
State Society Presidents in their meeting 
yesterday.”
As indicated, the Institute had adopted 
an amendment a year ago which it an­
nounced offered regional representation. 
The Society did not look upon that amend­
ment as in reality offering regional repre­
sentation beyond that which might be 
agreed to from year to year by the nomi­
nating committee. The Society had pre­
pared necessary amendments based on the 
theory that every State with 100 members 
should constitute an independent district 
and that states with less than that number 
of members should be grouped. Each dis­
trict should have one representative, with 
additional representatives based on the 
number of members therein. The Institute 
had not prepared an amendment involving 
any extension in method beyond that of a 
year ago.
At Dallas the Advisory Committee of 
State Society Presidents held an open meet­
ing at which the entire problem was 
thrashed out. Its sub-committee presented 
a unanimous report to the Advisory Com­
mittee at a second meeting, which report 
was adopted unanimously. (See October 
issue, page 623.) Based on that report the 
Society prepared necessary amendments, 
the phraseology of which was satisfactory 
to the counsel of the Institute.
The Institute Executive Committee then 
made such amendments as it felt repre­
sented its views and both proposed amend­
ments were unanimously referred to the 
membership for a vote.
The differences between the two pro­
posals are relatively few. One relates to 
the number of members in the council. 
Another relates to the period for which a 
member of the council is elected. A third 
relates to the percentage of council mem­
bers elected by districts and the percentage 
elected at large. A fourth difference is that 
one plan is static and the other is elastic.
Under the Institute plan it is proposed to 
elect 70 members to the council, 35 by dis­
tricts and 35 at large, elected under the 
present nominating committee plan of the 
Institute. The Society plan is in reality the 
plan of the State Society Presidents and 
provides for 40 members elected by districts 
with 12 members elected at large.
The Institute plan provides for the elec­
tion of 7 a year by districts and 7 a year 
at large, each for a period of five years. 
The Society plan provides for the election 
of 10 a year by districts and 3 a year at 
large, each for a period of four years. It 
will be noted that under the Institute plan 
there is an even division between those 
elected by districts and those elected at 
large. Under the Society plan the dominant 
division rests with the district-elected 
members.
The original plan proposed by the Society 
followed the recently adopted plan of the 
American Bar Association which provided, 
following a five-year careful study of the 
points at which the plan of the American 
Bar Association needed amending, changes 
in order to get more successful working re­
sults than heretofore. After that careful 
study the Bar reached the conclusion that 
its governing board should be nominated 
and elected by states through the medium 
( Continued on page 675)
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A m e r i c a n  S o c i e t y  B r e a k f a s t
O c t o b e r  18, 1936, F o r t  W o r t h ,  T e x a s  
Featuring Past Presidents
P r e s i d e n t  M o r r i s o n  : This is the closing 
session of The American Society of Certi­
fied Public Accountants. The session will 
feature the Past Presidents. We shall start 
with the First President of our Society who 
has been active throughout the entire period 
that the Society has been an organization 
and is still active, exceedingly active. I shall 
now call upon Mr. D. W. Springer.
D. W. S p r i n g e r ,  Michigan, 1921-1922: 
I have prepared, and it will be printed in an 
issue of T h e  C e r t i f i e d  P u b l i c  A c c o u n t ­
a n t ,  a historical sketch drawn from the 
official records, so I am not going to take 
the time that is allotted to the other speakers 
to go much into detail, but I do want to 
quote therefrom a few paragraphs relating 
to the first Secretary.
In the January, 1922, issue of T h e  C er­
t i f i e d  P u b l i c  A c c o u n t a n t  we read that 
W. L. Harrison of Washington, D. C., was 
chosen Secretary. It was reported that 53 
persons, representing 12 states and the Dis­
trict of Columbia, who had signed up ap­
plications for membership, were present, 
and that proxies had been sent in by 351 
persons. Yesterday in the old-timers’ meet­
ing I showed them Wilbur’s official tally 
sheet in his own handwriting, indicating the 
designation of those proxies. Membership 
applications had been signed and received 
numbering approximately 600, representing 
43 states and the District of Columbia.
Later, quoting from his report, at the 
1926 Annual Meeting we read, “Inasmuch 
as it is my desire to be relieved of the duties 
of the secretaryship of The American Soci­
ety with the end of this fiscal year, and I 
have previously so indicated to you through 
the Board of Directors, I may be pardoned 
for commenting in this report on some of 
the activities of the preceding years as well 
as the particular activities of the year past.”
In a later issue, the present Secretary 
presented an Appreciation of the services 
rendered to the profession by Wilbur, from 
which I quote: “Only those who have been 
in official positions connected with The
American Society can realize how much it 
owes to Mr. Harrison for the work that he 
has done. Starting with only an idea, it has 
reached a position of commanding influence. 
From an office equipment which at the be­
ginning he could have carried in his hat, we 
have grown to the point where five rooms, 
covering 1500 feet of floor space, are fully 
occupied.”
“From the beginning, Harrison had con­
tinued as Secretary from year to year, al­
though he had each year expressed his de­
sire to return actively to his practice. Fate 
was unkind to him in that during the three 
years which yet remained to him his health 
was being slowly undermined by reason of 
an improperly diagnosed physical condi­
tion.” At the time of his death it was said 
of him: “A prince of the accounting profes­
sion has departed this world on a journey 
from which no traveler e’er returns. A 
short life, packed with much of experience 
and success, he has earned the well merited 
rest which is now his.”
I ask that we all stand.
. .. The audience arose and stood in silent 
tribute to the memory of Mr. Harrison . . .
M r. U p l e g e r :  I should like to make a 
motion that the Resolutions Committee 
frame an appropriate telegram to be sent 
to Mrs. Harrison.
M r. H e n r y  J. M i l l e r :  I second the 
motion.
P r e s i d e n t  M o r r i s o n :  The motion has 
been made and seconded that an appropriate 
telegram be framed by the Resolutions Com­
mittee. All in favor will say “aye” ; opposed, 
“no.” The motion unanimously carried.
F r a n k  W i l b u r  M a i n ,  Pennsylvania,
1922-1923
The direct and compelling reason for the 
organization of The American Society of 
Certified Public Accountants was the per­
nicious activities of the National Association 
of Certified Public Accountants. As a re­
sult of the untiring efforts of President
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D. W. Springer and his associates, the task 
of curbing the said National Association 
was, for practical purposes, completed dur­
ing the year 1922. When the second presi­
dent was elected, he was faced with the fact 
that the then membership of The American 
Society was made up of three groups : first, 
those who believed that upon completion of 
its activities in connection with National 
Association matters it should cease to func­
tion; second, there was a group who be­
lieved that the accounting profession could 
best be served by one national organization, 
and that The American Society should, 
therefore, on the best terms obtainable unite 
with the American Institute,—this group 
being largely made up of men who belonged 
to both national organizations; and third, 
a group who believed that there was a genu­
ine need for a second professional account­
ing organization.
The first step of the new president was 
to establish, in a little different form, the 
monthly magazine T h e  C e r t i f i e d  P u b l i c  
A c c o u n t a n t ,  which up to that time had 
been largely a bulletin for dissemination of 
information in connection with the activities 
of the National Association of Certified 
Public Accountants. In Issue Number 1 of 
Volume II, published in January, 1923, the 
following President’s message appeared:
“Is There a N eed fo r  a Second Professional 
Accounting Organization?
“The growth of The American Society 
of Certified Public Accountants under the 
able leadership of President D. W. Sprin­
ger last year, was phenomenal. It is the 
desire of the coming administration that 
the efforts which have already been put 
forth may be taken full advantage of and 
the work of the Society carried forward.
“The question most often met with is 
this: Is there real need for two national 
accounting organizations ? A serious 
study of the question, in the light of what 
has taken place during the past few years, 
will demonstrate the fact that there are 
two distinct schools of thought among 
professional accountants. The beliefs of 
these two schools may be, in a general 
way, set out as follows :
“1. The first school believes that the 
profession of accountancy should be 
under the control of an organization
freed from political influences, and 
that all examinations to test the pro­
fessional capabilities of those entering 
should be under the control of its Board 
of Examiners.
“The second school, recognizing that 
in this country all licenses are, and will 
continue to be for many years, issued 
under the authority of the State, be­
lieves that the professional organiza­
tion should be made up of such duly 
licensed accountants, and that the ex­
aminations held should be under the 
control of the appointed bodies of the 
respective states.
“2. The first school believes that the 
examinations throughout all of the 
states should be one and the same, and 
that all grading of said papers should 
be by the examining board of the or­
ganization or its hired agents.
“The second school believes that 
higher standards can be maintained 
through the adapting of the examina­
tion to the needs of the business inter­
ests of the respective states, and that 
the examinations should not, therefore, 
be uniform. Also, that the examina­
tion papers in each case should be 
graded and marked by the duly ap­
pointed boards, who are sworn in the 
various states to the performance of 
their respective duties, and not by hired 
agents.
“3. The first school, containing 
members elected on national lines and 
operating as one complete unit, believes 
that its regional meetings should be 
grouped geographically; for instance, 
one region includes Pittsburgh, Cin­
cinnati, and Cleveland.
“The second school, recognizing that 
all laws pertaining to business, taxa­
tion, and the professions, other than 
the Federal acts, are State statutes, 
believes that the grouping should, as 
far as possible, be by states rather than 
geographically in accordance with 
population.
“4. The first school, believing in one 
examination and one standard, believes 
that all questions pertaining to the ob­
taining of business and relationship 
with fellow-accountants should be ex­
actly outlined, even to the point of the
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size of a business card in the newspa­
pers—defining the size which is ethical 
and that which is unethical.
“The second school believes that it 
is the spirit and not the letter that 
counts, and has very little sympathy 
with any ethical rules other than those 
involving moral questions. This school 
believes that the duties and responsibil­
ities and not the privileges of the pro­
fessional man should be emphasized— 
his responsibility to the public, to his 
client, to his employee, to the student 
in the university, and to his fellow- 
accountant. In other words, you can 
teach ethics, but you cannot legislate it.
“5. The first school emphasizes what 
is known as the balance sheet audit and 
the training of its staffs is in large mea­
sure to perfect such examinations.
“The second school, while appreciat­
ing the importance from a financial 
standpoint of balance sheet audits, be­
lieves that the demand by most busi­
ness houses is for accounting services 
along broader and more constructive 
lines. Consequently, this school has a 
tendency to train its staff away from, 
rather than to, balance sheet audits.
“6. The first school believes that a 
fund should be raised for a campaign 
of advertising in the newspapers and 
magazines, the same to be under the 
control of and in the name of the na­
tional organization.
“The second school believes that the 
questions of publicity for the profes­
sion can be handled better by State so­
cieties or chapters thereof.
“At the time the American Institute of 
Accountants was formed, it represented 
a long step in the advancement of the 
accounting profession and, as there was 
no choice, accountants of both the first 
and second schools of thought joined. 
At the present time an opportunity is 
being given to those who believe in one 
or the other of these schools to make a 
choice between two organizations.
“Many of the most able accountants of 
the country belong to the first school, 
many equally able accountants belong to 
the second school, and perhaps an even 
larger number believe part in one school 
and part in the other, and as the result
will belong to the two organizations.
“The success of one organization will, 
in all probability, depend to a consider­
able extent upon the success of the other. 
The old theory was that one business man 
could not succeed except at the expense 
of another. Occasionally we find an ac­
countant who feels that his business suc­
cess would be retarded by the success of 
his fellow-accountant. Even nations in 
the past have felt that they could only 
succeed as others have declined. Fortu­
nately, this day is largely past.
“It is the earnest desire of The Amer­
ican Society of Certified Public Account­
ants that whatever success it may obtain 
in the future may be strictly on its own 
merits and not at the expense of any other 
society or organization, and that, on the 
other hand, it may serve not only its own 
members, but all other organizations 
which have a real purpose and mission, 
and which are doing in a capable way the 
work for which they are formed.”
This administration, as well as all later 
administrations, endeavored to render faith­
ful and effective services to the profession. 
Then, as ever since, the second group of 
members already referred to, namely, those 
who believed in one national organization, 
continued to exercise their influence to that 
end. The time eventually arrived when it 
was apparent that the leadership of The 
American Society and the membership, as 
well, was for one national organization. 
Some of us felt that the profession could 
be best served by a merger of the two or­
ganizations. This was not possible. As a 
result The American Society is being ab­
sorbed by the American Institute.
Perhaps at this time, a word or two by 
one who honestly believed in the value of 
two professional accounting organizations 
might not be amiss. Certainly, he represents 
the viewpoint of at least part of the third 
group of the original members who believed 
in two organizations and, generally speak­
ing, belonged only to one or the other group.
The accounting profession has been for­
tunate in that the American Institute was 
organized by a group of able accountants 
who not only believed in very definite ideals 
and policies, but had the courage to put the 
same into effect and adhere to them during 
the years.
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That these ideals and policies were rather 
different than those believed in by others 
did not in any way lessen their effectiveness. 
After all, truth is many-sided. Those of us 
who are religiously inclined may believe in 
the ecclesiastical doctrines and beliefs of a 
certain church or we may believe in the 
faith of the church of a different denomina­
tion. The real test, however, in any case, is 
not as to the lip service that may be pro­
claimed, but as to the practice.
Perhaps, the highest tribute that can be 
paid to the American Institute of Account­
ants is not the fact that it has rendered 
able and invaluable assistance not only to 
the profession but to business generally 
throughout the years, but rather the fact 
that its ideals and principles have been 
loyally and courageously supported.
It is the trust of this past-president that 
members of The American Society who 
transfer their membership to the American 
Institute may, as loyally as possible, support 
the ideals and principles of those who have 
made the American Institute what it is, 
rather than to attempt to impose their will 
upon another group.
The K ing is Dead! Long L ive the K ing!
A l e x a n d e r  S. B a n k s ,  New York,
1923-1924
As I look back to September, 1923, when 
I was elevated to the presidency of The 
American Society of Certified Public Ac­
countants, much has been accomplished for 
progress of the profession. I was pleased 
to find as negotiations looking toward a 
single organization have progressed that 
there has been an endorsement of the ideals 
on which The American Society was 
formed.
I look back on my annual report which 
was made at the Detroit convention in Sep­
tember, 1924, when I mentioned eight ob­
jectives which I thought the Society should 
strive to attain. They are as follows :
1. State rights as applied to the profes­
sion of accountancy should be the 
basic standard of measurement in the 
field of public accountancy.
2. Recognition of the State Board of 
Accountancy.
3. A State Society of Certified Public
Accountants, organized within each 
State to cover the entire State, with 
separate chapters in each State as 
found desirable.
4. A national organization composed 
only of members of State Societies.
5. The national organization should be 
the vehicle for expressing the will of 
the State Societies.
6. The standards which should be held 
out to business are the standards of 
the State Societies.
7. Every holder of a C.P.A. certificate 
should be entitled to membership in 
the organization.
8. The complete control of the public 
practice of accountancy by the states 
is inescapable.
During the years of the Society’s exis­
tence, I observed that those ideals have been 
always before the officers and that the pro­
fession has progressed along the lines we 
hoped it would, and as we hope it will in 
the future.
E d w i n  L. P r i d e ,  Massachusetts, 1924-1925
The three years preceding my adminis­
tration were devoted to building the founda­
tion and laying the cornerstone of this So­
ciety, and I may add that the growth in the 
years following has proved that the founda­
tion was well laid.
In analyzing the condition of The Amer­
ican Society at the commencement of my 
term of office, it was determined that a 
membership campaign was essential in order 
to further educate the certified public ac­
countants of the country as to the principles 
and aims of this Society. It was realized 
that with a small membership the movement 
would be handicapped by lack of revenue 
and prestige which go with a larger organ­
ization.
Owing to the excellent ground work of 
the three preceding administrations, and 
owing to the need for a society such as ours, 
our membership campaign was not difficult 
to accomplish, other than the tremendous 
amount of routine work which was neces­
sary, and it was of great satisfaction to my 
co-workers and myself when we completed 
our year, ending August 31, 1925, with 
2,039 members, an increase of 84% during 
the year. This may not seem to you to be
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very large, but as of August 31, 1925, it 
represented 30% of the total number of 
certified public accountants in the country.
I might say right here I was obliged to 
take quite a number of insults from some 
of our members. One man in particular, 
from the South, never addressed me in any 
other manner except as a slave driver. A 
copy of every letter that I sent out from my 
office was sent to Mr. Harrison, our Secre­
tary, and Mr. Harrison sent us a copy of 
his letters.
One other point of interest occurred dur­
ing my administration which is of particular 
interest at the present time. That was in 
relation to the question of consolidation of 
The American Society and the American 
Institute of Accountants. At the annual 
meeting in Detroit in September, 1924 the 
Board of Directors of the Society recom­
mended that the Society authorize the Presi­
dent to appoint a committee to consider 
such consolidation, if a similar committee 
was appointed by the American Institute. 
Such a committee was appointed from 
each organization. These committees met 
and discussed the question at some length 
and carried on further discussion through 
correspondence, and it was felt that, al­
though there was a great appeal in the sug­
gestion that there should be one organiza­
tion, such fusion was not practicable at 
that time. Because The American Society 
could not abandon its basis of membership, 
namely, the State-granted C. P. A. certifi­
cate, and the indication from the American 
Institute committee that it was not ready 
at that time to consider limiting the mem­
bership in its organization, or any result­
ing organization, to State-licensed certified 
public accountants, it was agreed that 
amalgamation was impossible. It was very 
evident from our discussions that the time 
was not right to carry negotiations of this 
nature any further. It was felt, however, 
that one strong national organization of 
certified public accountants was desirable, 
and in view of the fact that at that time 
there was much regulatory legislation be­
ing fostered throughout the country, it was 
very apparent that the accountant holding 
the State-granted certificate would be bet­
ter recognized in the future. I might quote 
from the last sentence of my report de­
livered at the annual convention held in
Richmond in September, 1925, which was 
as follows: “The basis of membership in 
The American Society will become more 
and more important, and notwithstanding 
the lack of progress reported by your com­
mittee appointed to meet the committee of 
the American Institute, I hope that this 
movement to bring about one strong or­
ganization of certified public accountants 
may continue.”
Although it has been eleven years since 
our first conference with the Institute, 
there is to be one national organization. 
It is very apparent now that in 1925 the 
members of both organizations were not 
ready for such a consolidation, and that 
the more recent efforts have been received 
with a spirit of acceptance which is indica­
tive that the resulting organization will be 
one of strength and force in fostering the 
aims and ideals of the certified public ac­
countant in the future.
H a r r y  E. L u n s f o r d ,  Missouri, 1925-1926
It was my great honor to be elected 
president of The American Society of 
Certified Public Accountants at Richmond 
in 1925. I served the Society during the 
following year with such measure of 
ability as was made possible by the modest 
gifts with which nature endowed me and 
rendered a full account of my steward­
ship at the Washington meeting in 1926. 
As I look back upon that happy year it 
does not appear that there was any out­
standing achievement worthy of mention 
here, but it does occur to me that I brought 
with me when I entered into my adminis­
tration a young man’s viewpoint, directed 
to the future rather than to the past.
I still believe that this is the proper po­
sition from which to view the problems of 
our profession. As members of this So­
ciety we have sought, with a gratifying 
degree of success, to improve our profes­
sional standards and enhance our profes­
sional standing. As members of a common 
profession all of us have not been in agree­
ment as to the methods to be used in the 
attainment of our objectives nor even as 
to the exact definition of the objectives we 
are striving to attain.
It now appears that we are about to 
witness through consolidation with our 
sister organization, the American Insti­
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tute of Accountants, the formation of a 
large and strong national association more 
truly representative of and better able to 
serve the interests of our profession than 
has ever existed in this country. It is for 
us to contribute to this, our new medium 
of professional self-expression, the confi­
dent forward-looking viewpoint of youth, 
tempered but not obscured by a thoughtful 
consideration of the lessons to be read in 
the history of years which have passed. 
Some of the problems with which we have 
been confronted are still unsolved; the 
objectives for which we have striven have 
not been completely attained and we find 
that each new year brings fresh problems 
for solution while, as we look back upon 
the road we have traveled, our progress 
toward the mountain peaks whereon rest 
the full attainment of our professional 
ideals has been painfully slow and the 
path ahead seems winding and tortuous in 
the extreme. We have now the knowledge 
that our laborious task is to be lightened 
through the increased cooperative effort of 
our fellow practitioners and that we shall 
be supported in all our efforts by a strong 
and unified national organization with 
greatly enhanced resources and prestige.
One of the greatest handicaps we face 
in our progress toward the proper recogni­
tion of our profession is the almost com­
plete anonymity with which we have been 
invested. This is perhaps a survival of the 
pre-Cambrian era when our remote pro­
genitors were seldom called upon to render 
any service other than the determination 
of the precise amount of peculations al­
ready known to exist, but there seems to 
be no valid reason why in this age the 
names of all lawyers concerned in any 
litigation vested with the remotest degree 
of public interest should be blazoned forth 
in the public prints while references to any 
member of our own profession (unless he 
be the defendant!) should be obscure or 
garbled, or more frequently, entirely omit­
ted. Perhaps it is not so strange that our 
names and the nature of our occupation 
are unfamiliar to the gentlemen of the 
Fourth Estate when we stop to consider 
that bankers, investors and the business 
public in general are not yet thoroughly 
cognizant of the scope of the services we 
are equipped to render and the ethical and
other professional standards we endeavor 
to maintain. Let us hope that one of the 
principal activities of our new organiza­
tion will be the dissemination of proper in­
formation with respect to these matters 
and let us realize that, if we expect to at­
tain to the full dignity of true professional 
standing, we must recognize and accept the 
obligation implicit to a profession—the ob­
ligation of public service.
It is my belief that the combining of our 
two national organizations will do much to 
promote our public standing, and I close 
with the earnest wish that the spirit of co­
operation which has been manifested by 
your actions as members of The American 
Society of Certified Public Accountants 
will be continued and extended as mem­
bers of the resulting one national organi­
zation.
J a m e s  A. C o u n c i l o r ,
District of Columbia, 1926-27
It is difficult if not presumptive to at­
tempt to recount the activities of any ad­
ministration without regard to those which 
have gone before. We have been for many 
years engaged in a long trip toward a very 
definite objective. Each president has, in 
turn, occupied the driver’s seat at the head 
of the caravan, but at his side has ridden 
the mechanic in the person of the Secre­
tary. This mechanic has been intimately 
familiar with every minute part of the ma­
chine. A missing cylinder, the slightest 
knock or rattle, was immediately detected 
and remedied. He was familiar with every 
turn and with every dangerous spot in the 
road, and by the same token has always 
been alert to give his approval to a heavy 
foot on the accelerator whenever condi­
tions justified.
But this is not all. Every president has 
had a number of back-seat drivers, those 
who preceded him in the driver’s seat, 
more politely and euphoniously known as 
the Advisory Committee. And this is one 
case in which each driver has not only wel­
comed but sought advice from the back 
seat. This advice has been given gener­
ously and I think it is only fair to say that 
the steady and consistent growth of the 
Society, both in numbers and in profes­
sional attainment, has been largely due to
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the unselfish contributions of service by 
these men.
The obvious activities and routine per­
formances of the Society during the 1926 
and 1927 year are already a matter of offi­
cial record, and I shall not recount them 
at this time. I feel that it is more appro­
priate to use the few minutes at my dis­
posal to speak of the theme of my admin­
istration, if indeed this word may properly 
be used in this connection.
I think it may be said that this period 
was dedicated to a better understanding 
among the members of the profession 
through the injection of more informality 
and sociability into our meetings as well 
as in the day-to-day relationships and con­
tacts between members.
For example, it was felt that our ban­
quets had been too heavily burdened with 
dry and technical speeches and that the 
good fellowship, which is undoubtedly es­
sential to the development and mainte­
nance of a virile organization, would be 
promoted by reducing such talks to a mini­
mum and providing a lighter type of en­
tertainment.
It will be remembered that this idea was 
carried into effect in both the Washington 
and Pittsburgh meetings.
Again, the organization of informal 
luncheon clubs in local communities was 
encouraged and in those cities where such 
clubs were formed they were very helpful 
in bringing about a better understanding 
of the other fellow’s personality and 
problems.
Many have perhaps thought that The 
Order of Twelve was formed for the sole 
purpose of providing entertainment. This 
idea was conceived by the Washington 
Committee, however, for the sole purpose 
of promoting good fellowship among 
members and the somewhat elaborate rit­
ual and entertainment were only means to 
an end. There had developed what seemed 
to be too much of a tendency of the mem­
bers who were well acquainted with each 
other to gather in small and what might 
be felt by the newcomer to be exclusive 
groups at our annual meetings. These 
gatherings were delightful but did not con­
tribute in a broad way to the development 
of the esprit de corps which we hoped to 
attain. Hence The Order of Twelve and
planning of meetings in such a way as to 
break down formality and make it possible 
for the newcomer to quickly get ac­
quainted with his fellows and feel that he 
was really a part of an organization and 
not an onlooker.
Therefore, Mr. President, I hope that it 
may be written of the 1926-1927 year that 
it made a real contribution to the esprit de 
corps to which in some degree the develop­
ment of the Society has been due.
P a u l  W. P i n k e r t o n ,
Illinois, 1927-1928
Now that I am a resident of Pittsburgh 
it gives me special pleasure to recall the 
convention at Pittsburgh nine years ago, 
when you did me the great honor of elect­
ing me your president. The thing which 
impressed me most about the Pittsburgh 
convention was the fact that it seemed to 
mark a definite change in the nature of the 
Society’s work.
Up to the time of the Pittsburgh con­
vention the endeavors of the Society had 
necessarily been concentrated largely on 
accomplishing its principal effort of estab­
lishing the State-granted C. P. A. title as 
the basis on which the professional prac­
tice of public accounting in the United 
States should rest. Its work in this behalf 
had included battling against many groups 
which were endeavoring to tear down 
rather than build up the standards behind 
and consequently the strength of the title 
of Certified Public Accountant. There 
had been the National Association of Cer­
tified Public Accountants, which itself pro­
posed to grant the title. There had been 
groups of individual practitioners, of both 
high and low degree, who were either try­
ing to demonstrate that the title of Certi­
fied Public Accountant was not a true 
gauge of ability or else were trying to ob­
tain that title without subjecting them­
selves to examination or some other legal 
requirement for its attainment.
By the time of the Pittsburgh conven­
tion, largely through the efforts of the So­
ciety, led by my able predecessors, sup­
ported by a loyal membership, these at­
tacks on the principle on which the So­
ciety had been founded had greatly les­
sened in number and in force, and the So­
ciety was given an opportunity to reduce
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its concentration on such activities and to 
begin to perform a constructive service for 
the profession along other lines. To this 
end your board of directors during the 
year of my incumbency developed the com­
mittee organization of the Society on a 
wide front, with the object of benefiting 
the individual members of the profession 
and thereby building up the standards of 
professional practice as a whole.
Especially active were the Committees 
on Education and on Pan-American Rela­
tions. The Committee on Publication per­
formed excellent service, developing a pro­
gram which led to a complete alteration in 
the size and style of our Society’s monthly 
magazine. The Committee on Relations 
with State Organizations was energetic 
and effective in spreading the gospel that 
the work of the national organization of 
the profession must be conducted on a 
basis which involved the closest of coop­
eration with the State Societies. The 
Committee on Natural Business Year did 
notable work in sowing seed which only 
now seems to be beginning to yield a sub­
stantial harvest. The Committee on Arbi­
tration began to expand its functions, 
urging that accountants take an active part 
in creating an understanding of the ad­
vantages of arbitrating business disputes. 
Perhaps the outstanding accomplishment 
made by the Society during the year was 
the genesis of the classification of account­
ancy services, a theory of analysis of pro­
fessional endeavor which has now been 
adopted by many of our most able profes­
sional organizations.
And on this basis the Society settled 
down to its work of national leadership of 
those who bore the State-granted title of 
Certified Public Accountant. Having be­
gun in an outstanding convention at Pitts­
burgh, the year closed in a blaze of Mardi 
Gras glory at New Orleans. If it was 
marked by one thing more than another, 
that thing was the enthusiastic cooperation 
which the members gave to the adminis­
tration—a loyal, friendly, warm-hearted, 
cordial support which made the work of 
the officers most easy, and which I have 
always remembered with the deepest ap­
preciation and gratitude.
S e c r e t a r y  S p r i n g e r :  At the New O r ­
leans meeting, the Society, having many 
times endeavored to honor two very enthu­
siastic workers in its behalf by election to 
its presidency, prevailed on each one of 
them to accept the office for a day. Homer 
Dunn was elected at the first meeting of the 
incoming Board of Directors and served 
for a day. Jack Tanner was elected the next 
day and served for a day, then was followed 
by Arthur Upleger for the regular term. 
Pinkerton had had an unusually close rela­
tionship to both Dunn and Tanner. It was 
thought fitting that he should prepare some 
comments on those two Presidents-for-a- 
Day, both of whom have left us, the only 
breaks in the official line.
H o m e r  A d a m s  D u n n ,  New York, 
October 9, 1928 
J o h n  B r i g h t o n  T a n n e r ,  Illinois, 
October 10, 1928
In the early days of The American Soci­
ety of Certified Public Accountants every 
annual election brought a demand that 
Homer A. Dunn and John B. Tanner should 
permit themselves to be honored by election 
to the presidency. From the very founding 
of The American Society these two men 
were among its most valiant fighters, most 
wise planners, most generous givers of both 
time and money, and most respected mem­
bers.
Year after year each declined the presi­
dency, giving as an excuse the fact that he 
was not then actively engaged in the prac­
tice of public accounting. The members of 
the Society well knew that neither could 
possibly give more of attention, of energy, 
and of enthusiasm to the affairs of the So­
ciety in the capacity of president than he 
was giving as a member of the rank and 
file, but the membership of the Society in­
sisted that recognition of their services must 
be given them in some manner or other. 
At the conclusion of my term as president 
the idea was evolved that each of these men 
should be elected President-for-a-Day in 
order that his name might be included in the 
list of past presidents of this organization. 
The profession knows well that the years 
of service given by each of these men jus­
tified his right to the title of Past-President, 
even if he served as president for only one 
day.
Both these men have now passed on, the
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only past presidents of the Society yet to 
have received the last call. Both of them 
died last year, Mr. Dunn on June 15 at the 
age of 75 and Mr. Tanner on October 7 at 
the age of 55. It was my good fortune to 
have been associated on intimate terms with 
each of them. Two strong characters, they 
made a real contribution to my own life 
just as they did to the history of The Amer­
ican Society and of the accounting profes­
sion. It is therefore with a feeling of spe­
cial reverence that I pay this brief tribute 
to their memory.
Homer Dunn had been a member of the 
firm of Haskins & Sells since 1902. He was 
Chairman of the National Association of
C. P. A. Examiners and Secretary of the 
New York State Board of C. P. A. Exam­
iners. He held C. P. A. certificates from the 
States of New York, Ohio, Missouri, Okla­
homa, Louisiana, Texas, Colorado, Califor­
nia, Connecticut, Michigan, Oregon, and 
Utah, and maintained membership in sev­
eral State C. P. A. Societies and in The 
American Society of Certified Public Ac­
countants, Accountants’ Club of America, 
and the American Arbitration Association. 
When the New York State C. P. A. law 
was amended to provide for a Grievance 
Committee to be appointed by the Regents 
of the University of the State of New York, 
he was selected as its Chairman and so 
served until his passing. He was the author 
of various publications on accounting and 
other business subjects.
In The American Society Mr. Dunn 
served as Vice-President, State Representa­
tive, Director, and President. He was 
Chairman of the Committee on Relations 
with State Societies for four years; Chair­
man of the Committee on Constitution and 
By-Laws, member representing The Amer­
ican Society on the Joint Institute-Society 
Committee, member of the Committee on 
Publication; and was Chairman of the Com­
mittee on Arbitration from its authorization 
to the date of his death.
Homer Dunn’s outstanding contribution 
to The American Society was, in my opin­
ion, his insistence that there must be a defi­
nite tie-up between the national organiza­
tion and the State societies—that since the 
title of Certified Public Accountant was 
State-granted, the integrity of the profes­
sion could be maintained only through
strengthening and aiding the State societies. 
The acceptance of this position has become 
one of the fundamental premises on which 
the present merger of the national organiza­
tions has been predicated.
But to pick out one contribution as out­
standing might fail to give an adequate pic­
ture of the Society’s debt to Homer Dunn 
for service in a wide range of fields, for 
constant help and sage advice based always 
on a conviction that no real gain ever re­
sulted from the slightest surrender of an 
ideal, no matter what immediate benefit 
might seem to loom up.
He and Jack Tanner, with twenty years 
difference in their ages, and with tempera­
ments radically different, made an excellent 
combination. Jack Tanner had secured his 
first C. P. A. certificate from Ohio in 1910 
with a second from the State of Wisconsin 
in 1913. Immediately on securing his cer­
tificate he began practice at Cleveland, Ohio, 
later having an office in Chicago as a mem­
ber of the firm of Tanner, Gilman and Ellis, 
during the years 1917 to 1922.
He was actively interested in municipal 
accounting. Under Tom L. Johnson’s ad­
ministration as Mayor of Cleveland he de­
signed a budget system for that city and 
later designed budget systems for the States 
of Wisconsin and Montana. His real monu­
ment, however, exists in the International 
Accountants Society, of which he was presi­
dent from 1917 to 1927, retaining member­
ship on its board of directors thereafter 
until his death.
He had always been closely associated 
with organizations representing his profes­
sional interests. He was a member of the 
Ohio Society of Certified Public Account­
ants, the Illinois Society of Certified Public 
Accountants, and an honorary member of 
the Wisconsin Society of Certified Public 
Accountants, and had served as a member 
of the Wisconsin State Board of Account­
ants.
He was one of the original group of ac­
countants who conferred together in the 
early days as to ways and means of building 
up and protecting the C. P. A. designation. 
It was out of these conferences that The 
American Society was born. Jack Tanner 
believed that the State-granted certificate 
was the highest honor that could come to 
any one practicing accountancy, and his en­
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thusiasm and insistence in this credo con­
stituted the basis on which The American 
Society was organized. That he was justi­
fied in his belief and that he did his work 
well are both shown by the fact that today 
the theorem for which he argued is accepted 
as axiomatic. The present merger of na­
tional organizations on the agreed terms 
demonstrates more than any words of mine 
that Jack Tanner’s battle for the supremacy 
of the State-granted title of Certified Public 
Accountant was carried to a gloriously suc­
cessful conclusion.
In the passing of Homer Dunn and Jack 
Tanner the profession lost two earnest and 
able workers, The American Society lost 
two strong supporters, and many of us lost 
warm friends. May we stand silent for a 
minute in tribute to their memory.
(At this point the audience arose and 
stood in silent tribute to their memory.)
A r t h u r  C. U p l e g e r ,  Texas, 1928-1929
I had prepared a very good speech for 
this occasion. Mrs. Upleger said it was. I 
put it in my pocket. ’Last night a good 
many fellows gave me other documents to 
read. I got them mixed up and I am afraid 
that if I pulled one out I might pull out 
the wrong one.
Nineteen twenty-nine was the year that 
I went into office. Prior to that time I had 
been for a number of years the Chairman 
of the Pan-American Relations Com­
mittee, and through a lot of letter writing 
I finally managed to get quite a few rep­
resentatives of South and Central Ameri­
can countries to the New Orleans conven­
tion. I am mighty happy to have been 
elected at a place like New Orleans 
because they certainly showed us a royal 
time. Henry Miller was in charge of that 
meeting and I believe Paul Pinkerton in 
his paper said it was a carnival, and every­
one had a good time.
There were a good many things that hap­
pened during my administration that were 
interesting, the Iowa law was put on 
the statutes that year. I think in 18 states 
they had regulatory laws before the legis­
latures. The courts of New York had 
given us a pretty hard blow in regard to 
our responsibility. Perhaps one of the out­
standing things of that year was that we 
became internationally minded. As I have
said, the Pan-American countries were at 
the New Orleans convention in force, and 
we wound up the year with an International 
Congress of Accountants. The three groups 
met in New York about the same time, that 
is, The American Society first, then the In­
ternational Congress, and then the Amer­
ican Institute. It was a great gathering of 
accountants. It enabled us to understand 
each other’s problems although we did not 
speak the same language and although we 
did not set up our balance sheets in the 
same way.
I think if there is one thing that it is 
advisable to carry on in this new organi­
zation, the one organization, it is stronger 
contacts with these foreign countries, par­
ticularly our South American and Central 
American countries. I think we should do 
our best to foster better relations not only 
with the accountants in those countries but 
with business in those countries in order 
that they may understand us better.
My year closed with the passing of 
Wilbur Harrison. Durand Springer has 
already paid a tribute to him. I should like 
to add this additional tribute to him, that 
he was one of the finest gentleman who has 
ever been in The American Society and 
has always meant a great deal to our 
progress.
J a m e s  F. H u g h e s ,  New York-New Jersey, 
1929-1930
I assume that my election to the dis­
tinguished office of the presidency of this 
Society came by reason of my attendance 
at that meeting in Pittsburgh to which 
reference was made. It happened that part 
of the Entertainment Committee’s work 
included the provision of a magician or a 
conjurer, one who performs tricks. He was 
looking for an assistant and Chappell of 
Washington was around. He was a tall, thin 
lad and looked as if he might help a ma­
gician, so I suggested Chappell. Much to 
my surprise, I was chosen by the magician. 
Apparently I proved so helpful in solving 
various problems that shortly after I found 
myself elected to this high office.
Of course, one thing I want to say is that 
throughout my entire membership, not only 
in this organization but in all of the profes­
sional organizations of which I am a mem­
ber, I have greatly enjoyed the many valu­
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able friendships I have made. I have greatly 
enjoyed this social contact. My predecessor 
had laid down certain work which I should 
continue to do. Particularly he stressed the 
value of the State organizations and our 
need of cooperating with and helping those 
State organizations. Throughout the year, 
then, we built up our relations with the 
State organizations. We carried on work 
that Eddie Pride had begun in building up 
the membership, bearing in mind the fact 
that we sought to render service to State 
organizations. During that year the Society 
instituted its Examination Question Ser­
vice. I think it was an outstanding step, be­
cause to many State boards the help which 
the examination question service gave to 
them very greatly promoted the affection 
of State societies for The American Society 
of Certified Public Accountants.
Paul Pinkerton in his paper referred to 
the classification of accounting services. In 
my term of office the final touches were put 
upon that very important document and it 
was made available to the American Asso­
ciation of University Instructors in Ac­
counting, now the three A’s.
In the capacity of president I had the 
great benefit of being in New York City 
where Homer Adams Dunn lived. I feel 
that if my administration achieved any suc­
cess at all it must be attributed to the wis­
dom and the great amount of time and 
energy which Homer Dunn gave to me on 
the various problems which came to us for 
attention during that year. But in that work 
both Homer Dunn and I had the good for­
tune to have the additional counsel of Dur­
and Springer. So the year passed on. It 
began with the International Congress on 
Accounting, which was held in New York 
City, and it terminated with the very pleas­
ant meeting in Denver where we enjoyed 
the hospitality of the Colorado accountants.
H e r m a n  C. J. P e i s c h ,  Minnesota, 
1930-1931
Within a span of fifty years, so far as 
the history of the United States is con­
cerned, we can place almost the entire life 
of our profession. The profession of ac­
countancy is now recognized and established 
by law in all states of the Union and in all 
of its political subdivisions. The title Cer­
tified Public Accountant is an accepted legal 
designation which is rapidly acquiring the 
same distinction as the designation of the 
other learned professions. We have much 
to be proud of. In this short period of time 
we have passed from the position of his­
torian and detective to counselor and ad­
visor to the business man.
It is fifteen years since the first election 
of a president under our constitution. Dur­
ing that period the executive branch of this 
Society has been administered by a number 
of different and greatly distinguished Cer­
tified Public Accountants. They have car­
ried on with great success and benefit to 
the Certified Public Accountants and their 
State organizations.
Through their influence and cooperation 
states without organizations have been 
helped in the formation of State societies, 
State boards in response to their appeal for 
examination questions have been given help, 
State societies have increased their activ­
ities, fostering and protecting the State- 
granted certificates of the Certified Public 
Accountant.
The American Society’s unifying pur­
pose was to protect, preserve, develop, and 
popularize the Certified Public Accountant. 
Its program has not been a haphazard col­
lection of unrelated items but one which 
got its meaning from a general comprehen­
sive aim, each helped to realize this dominant 
purpose. In all of its programs it had in 
mind the Certified Public Accountant, State 
societies, State boards, and the public whom 
we serve and are responsible to.
By scrupulous adherence to its aims, 
methods and spirit, The American Society 
of Certified Public Accountants has been 
able in a few years to bring important things 
to pass as they affect the Certified Public 
Accountant in the United States. Its aims 
and objects neither called for nor required 
sensational programs to challenge future ad­
ministrations to carry on the program which 
The American Society has endorsed from 
year to year and which was impossible of 
completion within any one administration.
Its program has always been unselfish, 
treating all upholders of State-granted cer­
tificates alike; believing that what was for 
the holder’s best interest was for the best 
interest of the profession as a whole. It
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favored or held no brief for any particular 
group, or part of the recognized profession 
whether members of the Society or not. It 
endeavored at all times to carry out the pre­
cepts of its Constitution, namely, “The ob­
jects of this Society shall be (a) to protect 
and foster the certificate of Certified Public 
Accountant as granted by the States, other 
political subdivisions, and the possessions of 
the United States of America, all of which 
hereinafter shall be denominated as States;
(b) to assist Government authorities in reg­
ulating the public practice of accounting to 
the end that it may become a legalized pro­
fession; (c) to improve the standards of 
the accounting profession, and (d) to en­
courage and promote affiliation with this 
Society by organizations of Certified Pub­
lic Accountants in the several States, all of 
which hereinafter shall be denominated as 
State organizations.”
Such an unselfish program had a most 
hearty support during the short period of 
its existence.
Our profession has moved steadily to­
ward the possession of high public confi­
dence by reason of just practices and high 
standards.
Based on that achieved public confidence, 
which we greatly prize, the Certified Public 
Accountant is gradually acquiring a high 
and significant responsibility to business. 
This must continue to grow.
H e n r y  J. M i l l e r ,  Louisiana, 1931-1932
Your president from the deep South, 
New Orleans, was elected appropriately, at 
the annual meeting of the Society at Mem­
phis, Tennessee, in October, 1931.
From the beginning the problems were 
troublesome, for the period was one of un­
certainty in all lines of business and pro­
fessional activity. The professional ac­
countant was obliged to change his view­
point to meet the changing plans of business. 
This uncertainty necessarily impeded some­
what the work and development of The 
American Society. However, the admin­
istration carried on and redoubled its efforts 
to improve the profession and the State or­
ganization which it ever fostered.
Immediately following the close of the 
Memphis meeting, your president visited all 
Chapters of the Tennessee Society, stopping
at Nashville, Knoxville and Chattanooga. 
Before returning to New Orleans a dinner 
meeting was attended as guest of the ac­
countants in Birmingham, Alabama.
Before the year closed the president had 
visited approximately 30 cities in about 25 
States, carrying the message of The Amer­
ican Society and assisting State societies 
with their problems.
Past-President Arthur Upleger, in the 
same year, made an extended tour of the 
West, visiting State C. P. A. Societies in 
that section of the country. The Secretary,
D. W. Springer, curtailed his traveling some 
due to sickness in his family, but still man­
aged to cover a total of 20,910 miles.
During this administration the form of 
our official organ, T h e  C e r t i f i e d  P u b l i c  
A c c o u n t a n t ,  was changed with the Janu­
ary, 1932, issue. The page size was de­
creased, but the number of pages increased 
so as to provide for an increase of 10% in 
reading material.
Important advances were made towards 
strengthening State societies and their rela­
tionship with The American Society.
Previously The American Society had 
waived the admission fee of any applicant 
for membership who was a member of his 
State society. During this administration 
the By-Laws were again changed limiting 
new memberships to only C. P. A. members 
of State organizations.
During this period the Hawaii Society of 
Certified Public Accountants was organized, 
almost attaining the ideal of The American 
Society that all of the states, territories and 
the District of Columbia should have organ­
izations of Certified Public Accountants.
Our interest in regulatory legislation evi­
denced itself this year in a monograph 
thereon, distributed to State board and 
State society officers throughout the 
country.
Membership showed a decline in number, 
although the number of new members re­
ceived was as large as usual. The loss was 
primarily due to resignations and drops for 
non-payment of dues, which in turn re­
flected the financial stringency existing 
throughout the country. On the whole, the 
Society fared better during this period per­
haps than 90% of other national bodies.
Your president from the deep South went
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out of office at the Indianapolis meeting, 
September, 1932. Quoting from his final 
editorial, let me say now, as then: “The 
task assigned has been pleasant, its memory 
will forever live. Good-bye—no Auf Wie- 
dersehen.”
R a l p h  W. E. C o l e ,  California, 1932-1933
I can conceive of no place I would rather 
be today than looking into your faces and 
with you at this time, listening to a review 
of the inception and growth of this institu­
tion. Brought to life and activity in an at­
mosphere similar to that which initiated the 
birth of our nation, The American Society 
has protected the rights and privileges of 
the profession and has advanced the stand­
ing and ethics of the independent practi­
tioner.
As to the high-lights of the year 1932-33, 
I remember well, immediately upon the ad­
journment of the annual meeting for the 
preceding year, resolving that so far as I 
could control it, every effort of The Amer­
ican Society, or of its officers, should be 
made to promote friendliness and coopera­
tion between certified public accountants in 
all their contacts. It seemed as if every offi­
cer and every committee of the Society en­
tered whole-heartedly into this resolution, 
for later in the year when I visited many 
groups, including besides accounting organ­
izations, educational and business group 
meetings, I found that The American Soci­
ety was hailed with amazing cordiality and 
friendliness in all of the twenty or more 
states through which I traveled.
It was during this year that the first 
Executive Committee, authorized by the 
amended Constitution, became effective and 
the manifold benefits and advantages avail­
able through the operation of this commit­
tee during its first year confirmed with cer­
tainty the wisdom and propriety demon­
strated in its creation.
It was during this year also that the 
amendment to the Constitution of the Soci­
ety became effective which marked the ac­
complishment of one of the principal objec­
tives of the Society, making effective the 
By-Law which restricted all applications for 
membership in the Society to those holding 
membership in regularly recognized State 
organizations of certified public accountants
—an act greatly appreciated by a majority 
of the State organizations.
The next question to receive major con­
sideration from the Society was introduced 
by letter written jointly to the President of 
the American Institute of Accountants and 
to the President of The American Society 
of Certified Public Accountants (both of 
whom were, by the way, residents of Cali­
fornia and members of the California State 
Society). For the record and for the infor­
mation of members not familiar with the 
subject, a copy of the letter follows:
“The N ew  York State Society of 
Certified Public Accountants 
“30 Broad Street, New York
“December 16, 1932. 
“Mr. John F. Forbes, President, 
“American Institute of Accountants, 
“135 Cedar Street, New York City. 
“Mr. Ralph W. Cole, President,
“American Society of Certified Public 
Accountants,
“National Press Building, Washington,
D. C.
“Dear Messrs. Forbes and Cole:
“At a meeting of the Board of Direc­
tors and Committee Chairmen of The 
New York State Society of Certified 
Public Accountants, held on October 26, 
1932, the following resolution was unani­
mously adopted:
“ R e s o l v e d ,  That, in view of the 
desirability of the profession of ac­
countancy being represented by one 
national organization, the President of 
this Society be authorized, and in­
structed to appoint a committee of five 
members to approach the American In­
stitute of Accountants and the Amer­
ican Society of Certified Public Ac­
countants with a view to bringing 
about a merger or such other form 
of consolidation as will bring about 
the existence of but one national or­
ganization; and that this Society in­
vites and welcomes the cooperation of 
other State societies of certified public 
accountants and the said national or­
ganizations in attempting to accomplish 
the desired result.
“The subject matter of the above reso­
lution is of such vital importance to the 
accountancy profession as a whole, the
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time so propitious for constructive and 
prompt action along the broad lines enun­
ciated in the resolution, and the unanimity 
of opinion among so many members of 
the Society so apparent that I am 
prompted to proceed with cautious con­
sideration for the ultimate success of the 
movement.
“For this reason, I have withheld for­
mal announcement of the appointment of 
the committee until you have been in­
formed of the action of our Board.
“The presidents of the various State 
societies are being invited to cooperate 
in this movement in accordance with the 
provisions of the resolution.
“I shall be pleased to have any helpful 
suggestions you may care to make in fur­
therance of the objects to be accom­
plished.
“Yours very truly,
“ (Signed) A. H. C a r t e r ,
“President.” 
Together with a copy of the reply of your 
president written on the day of its receipt: 
“December 21,1932. 
“A. H. Carter, C.P.A., President 
“New York State Society of 
Certified Public Accountants 
“New York City 
“My dear Colonel Carter:
“The receipt of your letter under date 
of December 16, 1932, addressed to Mr. 
John F. Forbes and myself is hereby 
acknowledged, it having been forwarded 
to me from the Washington office and 
only received this morning.
“Your tactful consideration in han­
dling this matter is, I assure you, highly 
appreciated, and a statement of the posi­
tion of The American Society will be for­
warded to you as promptly as is possible. 
A matter of this importance must neces­
sarily be communicated to the Directors 
of the Society. There will, however, be 
no unnecessary delay. I quite approve of 
your caution in this matter, and hope that 
all of our officers and directors may be 
familiar with the proposition before it 
becomes necessary to make it public.
“Wishing you the compliments of the 
Season, I beg to remain
“Sincerely yours,
“ (Signed) R a l p h  W. E. C o l e ,  President.”
After much necessary correspondence 
with the Executive Committee and acting 
upon the instruction of the Board of Direc­
tors, a committee was appointed as re­
quested in the letter of the New York State 
Society, the president of the latter society 
being notified of such appointment and the 
personnel of such committee in a letter of 
which the following is a copy:
“February 27, 1933. 
“A. H. Carter, C.P.A., President 
“New York State Society of 
Certified Public Accountants 
“30 Broad Street 
“New York City
“My dear Colonel Carter:
‘‘Referring specifically to the last para­
graph of your letter under date of Decem­
ber 16, 1932, the suggestion which occurs 
to me as being the most helpful in this 
whole matter is that, if the various organ­
izations concerned are really interested in 
the solution of the problems which are 
presented as being difficulties in the way 
of accomplishing the objectives of the 
resolution passed by the New York State 
Society, the matter be referred to a joint 
committee.
“This committee should give serious 
consideration to all of the problems in­
volved and present to their respective 
governing bodies a suggested plan by 
which the things desired may be accom­
plished.
“To this end I have appointed the fol­
lowing committee as a ‘Preliminary com­
mittee on cooperation in the consideration 
of this question’: Messrs. D. W. Sprin­
ger, Chairman, James F. Hughes, Eric L. 
Kohler, Frank Wilbur Main and Herman 
C. J. Peisch.
“This committee will have no power 
other than to analyze and suggest to the 
Board of Directors of The American So­
ciety a course, or courses, of procedure 
proper for the Society to adopt.
“Assuring you on behalf of The Amer­
ican Society of my deep interest in this 
and any other projects which may be ini­
tiated for the advancement and welfare 
of the profession of the certified public 
accountant and also of my sincere desire 
to be of any active assistance possible, I
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await receipt of your further valued 
favors.
“With very kind regards, believe me 
to be
“Sincerely yours,
“ (Signed) R a l p h  W. E. C o l e ,  President.”
From this point on practically every cer­
tified public accountant in the country is 
familiar with the progress of committees, 
what has been discussed, dismissed, com­
promised and with the final result. Let us 
hope that what has been accomplished has 
been wise and will result in the unification 
and advancement of the profession of ac­
countancy.
It was during this year also that the use­
fulness of a Washington office for the na­
tional organization in charge of a man of 
great capability, was most highly empha­
sized and every day that year, excepting 
one, during the time Congress was in ses­
sion, our Secretary was “up on the Hill” 
and/or called by committees for informa­
tion and suggestions.
We also had a very strong committee of 
our members appointed who cooperated 
with the Federal Trade Commission and the 
legislative committees during the formulat­
ing of the Securities Act and its subsequent 
passage. Our committee was able to offer 
many useful and valuable suggestions which 
were accepted with thanks and resulted in 
great benefit to the business interests of the 
country due to the familiarity and experi­
ence of our Secretary and our committees, 
with business needs.
These are the high-lights for the Society 
as I remember them, but for me there re­
mains not just the memory, but the enjoy­
ment of the many, many warm friendships 
which were established prior to and during 
this year and which were cemented into a 
bond which I hope will continue while life 
shall last.
G e o r g e  P. E l l i s ,  Illinois, 1933-1934 
I have been thrilled as I have sat here 
and listened to the review of the accom­
plishments of my predecessors. It was my 
privilege to be present at the organization 
meeting in Chicago when The American 
Society came into being. It was also my 
great honor to have been elected its first
Treasurer, and through the years to serve 
as State Representative, Director, and in 
other capacities, until the time of my elec­
tion as President. I have been very closely 
connected and very familiar with the work 
of all of these men through the years, and 
they haven’t told you half of the things 
that they have done for The American So­
ciety and thereby to the profession as a 
whole. Mr. Cole, my immediate predeces­
sor, introduced the fact of the importance 
of The American Society during these dif­
ficult years and with this great array of 
Federal legislation that has taken place in 
these past four years.
Looking back upon my year as presi­
dent of the Society, I am more than ever 
grateful for the privilege of leadership in 
a year when such vital changes were tak­
ing place in our national life and in our 
professional outlook. For that was the 
year when NRA was launched, and atten­
tion was focused upon problems of busi­
ness management in a way to emphasize 
the contribution of accounting to business 
efficiency. NRA was in many ways a fail­
ure but it did serve the useful purpose of 
forcing business men generally to begin to 
analyze their costs of production and dis­
tribution, to give more thought to the share 
of labor in the profit dollar, and to have 
more consideration for market potentials 
and the protection of the customer. So 
badly administered a law and one of such 
short duration could not do more than pro­
vide a ferment, but it is significant that the 
ferment once injected into the business 
system did not cease activity when the law 
passed out of existence. And new laws 
like the Patman Act only point the fact 
that business must rely more and more 
upon sound accounting.
In that year, too, two other notable 
pieces of legislation were passed which 
have had and will continue to have a vital 
effect upon the practice of accountancy. 
The Federal Securities Act became law in
1933 and the Securities Exchange Act in 
1934, both of which, however, were passed 
during my year as president, but unlike 
the NRA they have not passed out of the 
picture. These statutes place certain very 
definite responsibilities upon the account­
ant for integrity and expertness, and carry 
heavy penalties for violation. Whatever
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we may think privately about the law as 
it stands, or about its administration, it 
has brought into the open the old question 
of divided loyalty. Does the accountant 
owe his first obligation to the client who 
pays the bill, or to that vague entity, the 
public—when the interests of both are not 
the same? In theory, it is quite easy to 
uphold the abstract principle of the public 
interest; in practice, it is far from a simple 
decision. It is, therefore, a milestone in 
the evolution of our profession that a diffi­
cult matter of professional ethics should 
be thus clarified and upheld.
The responsibility of accounting service 
to aid business management involved two 
important developments in the profession. 
The necessity for broad economic training 
to make accounting truly interpretive and 
genuinely constructive was paramount. 
The line between mere bookkeeping and 
the broader economic function of account­
ing was sharply drawn. In the second 
place, the requirement that we speak with 
authority upon a multitude of business 
problems brought home the fact that our 
own house must be set in order. As a profes­
sion we were not united upon standards; 
we did not speak with one voice. So the 
movement was launched and given impetus 
for merger of our two national bodies. 
The movement is approaching a success­
ful conclusion. I believe that higher stand­
ards of professional preparation through­
out the country will follow; and that, in 
the increasing reliance of business man­
agement upon our professional service, we 
shall be able to speak with real authority 
from a united group.
W i l l i a m  C. H e a t o n ,  New Jersey, 
1934-1935
The procession of past-presidents has 
become rather long. I will therefore be 
brief.
The important and interesting matters 
which have been discussed disclose clearly 
that in October 1934 the Society was well 
organized and was functioning vigorously. 
The Washington office was unusually use­
ful to our members, to the profession and 
to numerous departments, bureaus and 
commissions of the Federal Government. 
The Society served well largely through
its Secretary armed as he was with valu­
able records and equipped with wide ex­
perience and practical wisdom.
The regular committees were for the 
most part active.
The presidential speaking tour extended 
from the Atlantic to the Pacific and cov­
ered states along the Canadian border as 
well as others along Mexico and the Gulf. 
I  hope it served in a small way the needs 
of our profession. It was certainly inter­
esting and valuable to the president who 
met many able men in the various cities 
visited and who accepted gratefully their 
gracious hospitality and their generous 
cooperation.
So much for the usual which is also the 
most important although sometimes not the 
most noticeable.
But I would draw your attention par­
ticularly to the work of three committees. 
In respect of each of them, the year was 
one of planting, germination and cultiva­
tion rather than fruition and harvesting. 
It was Ralph Waldo Emerson who said 
that the most powerful force in the world 
is that of an “idea.” It was John Madden 
who said: “Time is the arbiter of all 
things.” Each of the three committees rep­
resented an idea; two of them will I be­
lieve in time produce a fruitage highly 
valuable to the profession; one of them in 
the short space of one year has come to 
fruition.
The committees referred to were:
1. That on Cooperation with the Bar.
2. That on Cooperation with Trade Or­
ganizations.
3. That on One National Organization.
The Committee on Cooperation with the
Bar which had as one of its purposes the 
encouragement of such committees in 
State Societies, is, I believe, comparable in 
importance if not in activity with similar 
committees on cooperation with bankers 
and other credit grantors.
The Committee on Cooperation with 
Trade Organizations had as its object a 
closer contact with, and a greater useful­
ness to, the business organizations which 
we serve. Such contact, I believe, holds 
great possibilities of benefit to all.
With the work of the Committee on 
One National Organization you are fa­
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miliar. I wish only to speak of its mem­
bers. During the year they were:
James F. Hughes, John Madden, Eric 
Kohler, Herman Peisch, Frank Main.
The chairman was Mr. Hughes, later 
succeeded by Mr. Madden when Mr. 
Hughes became president of the New 
York State Society of Certified Public 
Accountants. These men represented va­
rious schools of thought; all were men of 
strength, ability and vision. It is a priv­
ilege to pay tribute to their patience, in­
dustry and accomplishment.
P r e s i d e n t  M o r r i s o n  : This concludes 
the march of time as to featuring Past- 
Presidents. Mr. Henry J. Miller has re­
quested permission to say a word at this 
time.
H e n r y  J. M i l l e r :  We have reviewed 
this morning as from a stage the history of 
The American Society. Each president has 
played his part and each president has told 
you what happened during his little space 
upon the boards. Each took his cue to enter 
and each took his cue to exit. But there is 
one man in The American Society who heard 
the cue to enter but, thank heaven, has 
never made his exit. That man has stood 
through all the years as the stage director 
behind the scenes, with the script in his 
hand, encouraging, prompting those who 
faltered, disapproving very rarely. Never 
has he left that post, and what this organi­
zation has accomplished for its members 
and what it has accomplished for certified 
public accountants throughout the entire 
country is more dependent upon that stage 
director than it is upon we past-presidents 
who played our little part and disappeared 
from view.
The profession in the United States can 
never adequately express its appreciation 
for the services of Durand W. Springer.
The members of The American Society 
appreciate him and yet can find no way to 
properly express that appreciation. The 
past-presidents of The American Society 
feel that, though inadequate, some written 
word, some record should go down here 
at the close of this meeting, to give one lit­
tle message of what we think of D. W. 
Springer. And we, the past-presidents of
The American Society, have caused to be 
engraved on silver just this little token of 
appreciation: “The Past Presidents of The 
American Society of Certified Public Ac­
countants present this scroll to Durand W. 
Springer as a testimonial of thanks for his 
lifetime of service to the profession, as an 
expression of appreciation for his accom­
plishments as the first President and later 
as the Secretary of The American Society 
of Certified Public Accountants, and as an 
evidence of the esteem in which he is held 
by all certified public accountants.”
S e c r e t a r y  S p r i n g e r  : Mr. Chairman, 
and all the rest of the has-beens: I have 
had a lot of fun in the game. The experi­
ences of those years have come and gone, 
each leaving a memento of a somewhat 
different character. During the history of 
the Society there have been its ups and its 
downs, but over the entire lifetime the up­
ward trend has been the most noticeable. 
I was one of those who fifteen years ago 
believed that the conditions in the profes­
sion were such that two national organiza­
tions were absolutely essential. I am now 
one of those who believe, just as thor­
oughly, that with present-day situations 
that we are meeting and with future con­
ditions that we must face, a single national 
organization is essential. We have met 
from time to time and have considered the 
problems and have reached conclusions, 
oftentimes following many periods of dis­
cussion. Sometimes one fellow was able 
to convince the others that they were 
wrong, and sometimes the others were able 
to convince the one fellow that he was 
wrong. I think that this year marks a be­
ginning of advancement in the profession 
of accountancy that looks more auspicious 
for the youngster just entering the profes­
sion than any period that has heretofore 
existed. There are some of us for whom 
that history covers quite a spread of years. 
Ordinarily the fellow who isn’t thinking of 
the future isn’t doing much with the pres­
ent. The past is worth a great deal to him 
if he utilizes the lessons which it has 
taught.
There is a gentleman in this room to 
whom at one time some years ago I made 
a statement as to the number of years my 
relationship to The American Society 
would cover, and he will remember that I
652 T H E  C ER T IFIE D  PUBLIC ACCOUNTANT Novem ber,
guessed it within a period of twelve 
months.
Henry was very kind, the presidents 
have been very kind, but, as a matter of 
fact, it is the individual members who 
count. There isn’t any one of the boys 
who has come to these meetings from year 
to year or who from year to year has 
dropped into the office at Washington, both 
when Wilbur was there and since my mov­
ing over, who hasn’t played just as im­
portant a part. The only difference is that 
you haven’t been in a position where per­
haps you had as much credit given to you 
as I have had. You have done the work 
without the credit. I appreciate it and on 
behalf of the profession I want to hand 
back to you the words of appreciation 
which Henry passed on to me.
There is one fellow in this room whom 
I am going to ask to stand because it so 
happens that he and I are the only ones 
who have been permitted to attend every 
meeting of The American Society from 
its beginning, including the organization 
meeting. That hasn’t made us any better 
or any more loyal members than a lot of 
fellows who have been unfortunately de­
prived of the privileges of these annual 
meetings. I should like to have you know 
that there is at least one other fellow 
whose physical condition is as tough as 
mine has been so that he could stand them 
all. Get up, Tom. Tom Evans is also a 
member of the Michigan Association. He 
has been its past-president for a number of 
years. Until the passing of Jack Tanner 
there were three of us and now Tom and I 
have to play a duet.
W i l l i a m  D. M o r r i s o n ,  
Colorado, 1935-1936 
This Breakfast Meeting has been an in­
spiration to me. At it there has been pre­
sented a cavalcade of the past presidents of 
The American Society of Certified Public 
Accountants from the beginning of the So­
ciety to the present date, in the chronologi­
cal order of their presidency. Each past 
president in attendance has presented his 
part in the drama and progress of the or­
ganization. An appropriate tribute has been 
paid to our beloved past presidents, Homer 
A. Dunn, and John B. Tanner, and former 
Secretary, Wilbur L. Harrison, who have
departed this life. It is with deep sorrow 
that we note the passing away of many of 
our members during the existence of the 
Society.
Circumstances have prevented a number 
of our past presidents from attending this 
annual meeting and more particularly this 
breakfast. All of those who did not have 
the opportunity of being with us outlined, in 
manuscript form, the highlights of the 
events of their presidency, and you have 
heard these read. We are indeed fortunate 
in having with us this morning the first 
president of the Society, a man of dynamic 
character, outstanding ability, pleasing per­
sonality, and greatly loved by all those who 
know him ; a man, who from the beginning 
of the Society to this day and time, has con­
stantly stood watch at the helm of the So­
ciety to aid in the guiding of its destinies. 
To him, Mr. Durand W. Springer, a token, 
in the form of a silver scroll, was presented 
as an expression of our appreciation.
I take this opportunity to express my sin­
cere gratitude for the active and generous 
cooperation which I have received from the 
officers, directors, committee chairmen, 
members of the committees, and members 
of the Society during the past year. About 
a year ago, I expressed to you my deep ap­
preciation of the great honor which you 
conferred upon me when you elected me 
president of The American Society of Cer­
tified Public Accountants. Today, I reiter­
ate those words of appreciation, although 
they inadequately express my gratitude. The 
past year has been very eventful and every 
minute of my stewardship of the Society 
has been a pleasure. It has given me the 
opportunity to make many delightful asso­
ciations and contacts. The outstanding ac­
complishment of the past year has been the 
merger of The American Society of Certi­
fied Public Accountants and the American 
Institute of Accountants, so that the Certi­
fied Public Accountancy profession of this 
country may be represented by one strong 
influential national organization. I extend, 
at this time, to the One National Account­
ancy Organization, my sincere good wishes 
for its progress and success. As this meet­
ing draws to a close, so close the annual 
meetings of The American Society of Cer­
tified Public Accountants, as its functions 
will soon cease pursuant to the merger.
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“ E x a m in a t io n  O f  F in a n c ia l  S t a t e m e n t s ”
b y  D a n i e l  B o r t h ,  P h .D., Assistant Professor of Accounting,
Louisiana State University
THOSE interested in the development 
and progress of accounting literature 
have welcomed the recent publication by 
the American Institute of Accountants of 
“Examination of Financial Statements.” 
This long overdue revision of “Verification 
of Financial Statements,” published in 
1929,1 shows marked influences of the de­
velopments in accounting practice upon 
suggested principles of auditing.
A comparison of the two editions reveals 
many changes of import and interest. The 
special committee has included in the revised 
bulletin a preliminary section which serves 
in the nature of a foreword. Certain fun­
damental interpretations of the changes in 
industry and their influences upon account­
ing have been laid down to explain the for­
mulation of certain principles of account­
ing. The task of appraisal has been defi­
nitely placed outside the province of the 
accountant. There seems to be a special 
reiteration of the adherence to the cost 
basis. Recognition is given to the possibil­
ity of differences in opinion in the applica­
tion of the broad principles of accounting. 
A special plea is set up for consistency in 
the application of these principles from pe­
riod to period as well as for definite state­
ments, in the particular case, of the bases 
being applied. The committee has seen fit 
to state that even though accountants should 
satisfy themselves that the accounting prac­
tices being followed have “substantial” rec­
ognition, “this does not necessarily mean 
that all companies will observe similar or 
equally conservative practices.” Increased 
attention is given to the likelihood of vari­
ance in judgment between accountant and 
management, especially.
Viewed broadly, the two editions differ 
in other respects. The later edition segre­
gates certain principles of auditing that the
1Prepared by the Institute and published by
the Federal Reserve Board.
committee thought applies to other than 
moderate sized concerns.2 Further, especial 
attention is given to the influence of the 
“internal check and control” upon the ade­
quacy of the program to be formulated by 
the public accountant. The possibility of 
confining the functions of the auditor to 
the more important and less meticulous fea­
tures of the examination is given particular 
mention. As if to permit the work of the 
accountant to be spread more evenly over 
the year, the committee acquiesces in the 
examination of domestic and foreign sub­
sidiaries a “few” months before the close of 
the parent company’s fiscal period so that 
the issuance of financial statements may not 
be “unduly” delayed.3
The bulletin disclaims certain legal and 
engineering problems as matters over which 
the accountant is qualified to decide. This 
reviewer noted an increased emphasis upon 
the relative importance of the income state­
ment. There is an enlargement of the space 
devoted to pertinent points in the prepara­
tion of the auditor’s report and certificate.
A more detailed comparison between the 
two editions reveals certain changes and 
similarities which are especially significant. 
These are noteworthy not only to the stu­
dent of the bulletin but to those interested 
in improving future bulletins of a similar 
nature. Contingent liabilities in the form of 
“notes receivable discounted” are still to be 
indicated by footnote reference rather than 
by the use of the separate account. Both 
editions disclaim the valuation of invento­
ries as a definite function of the auditor. 
The first edition stated that “costs systems 
which are not coordinated with the financial 
accounts are untrustworthy and frequently 
misleading.” The second edition has omitted 
that rather definite statement. The commit­
2To which the major part of the bulletin is 
devoted.
3An exception is made in cases where impor­
tant transactions have happened in the interim.
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tee which prepared the second edition had 
less reluctance in capitalizing into “addi­
tions to property” the “time of superinten­
dent and his clerical force employed on con­
struction work.”
In cases where the reserves for deprecia­
tion and depletion are “insufficient” the 
writers of the first edition would have the 
public accountant refer to that fact in his 
certificate. The writers of the second edi­
tion suggest that doubts as to the adequacy 
of the current provision or accumulated re­
serve for depreciation and/or depletion 
should be expressed in the report. The 
placement in the report rather than in the 
certificate would seem to diminish the im­
portance of an adequate depreciation charge. 
However, in another section of the second 
edition the committee has used “reports” 
and “certificates” as seemingly alternative 
terms. This might explain the apparent less 
emphasis upon depreciation as an operating 
charge.
The writers of the second edition gave 
no especial mention of the problem of valua­
tion of intangible fixed assets. In addition, 
the first edition did not provide a separate 
section for their display upon the balance 
sheet. Apparently, if shown at all, they were 
to be included within the “other assets” sec­
tion, though no mention is made of their 
inclusion or valuation.
An advance in the statement of auditing 
principles is the suggestion that serial bonds, 
notes and mortgage installments due within 
one year should be separately disclosed in 
the “funded debt” section or included within 
the current assets. Furthermore, no men­
tion was made in the 1929 edition to the 
possibility of the inclusion of stock divi­
dends as income.
In regard to the net worth section even 
more marked suggested changes are noted. 
The 1936 edition provides upon the balance 
sheet a separate section for “reserves,” 
whereas the first edition made no special 
provision for these surplus reservations. 
No change has been made in the sections of 
the balance sheet presentation of surplus. 
They are as before: Earned (or deficit), 
Capital or Paid-in and Surplus arising from 
Revaluation. The second edition places es­
pecial emphasis upon the unavailability of 
unrealized profit for dividends and the un­
desirability of crediting unrealized profits
to the income account. There seems to be 
evidence that there is a reaction against the 
practice of debiting or crediting capital sur­
plus to relieve current surplus of certain 
charges. Consistently conservative is the 
suggestion that stock issued for property 
and later donated back to the company is 
evidence that the cost of the property is not 
the par or stated value of the stock.
The suggested balance sheets of the two 
editions offer marked contrasts. If any­
thing, the newer form has been condensed. 
No longer are the notes and accounts receiv­
able separated for balance sheet purposes 
into accounts and notes “not due” and those 
“past due.” The balance sheet of the first 
edition made no provision for the separate 
statement of the so-called “intangible 
assets.”
On the liabilities and capital side of the 
balance sheet the later edition does not draw 
the distinction between secured and unse­
cured notes and accounts. Neither is the 
previous division into “past due” and “not 
yet due” accounts suggested on the face of 
the model balance sheet. Quite conspicuous 
is the failure of the newer effort to show 
clearly upon the face of the balance sheet 
the types of collateral and the origin of the 
obligations by distinct separation in the cur­
rent and fixed liabilities sections. The “net 
worth” section of the first edition has been 
replaced by “reserves,” “capital stock” and 
“surplus” sections. The 1936 edition shows 
no adaptation to other than the corporate 
form of business organization.
A far greater condensation of the model 
profit and loss statement has been noted. 
The inventory changes have not been indi­
cated in the cost of sales section of the new 
edition. The selling, general and adminis­
trative expenses sections have been com­
bined and given in less detail. The previous 
edition included taxes and depreciation 
charges as “deductions from income.” A f­
ter stating that it is “desirable to indicate 
the amount of provision for depreciation, 
depletion, etc.,” the committee in charge of 
the new edition makes no definite sugges­
tions as to the inclusion of these charges as 
operating expenses.
The deficiencies of a publication must be 
adjudged with a view to the functions it 
purports to fulfill and the class of readers 
to which it is addressed. The bulletin under
656 TH E C ER T IFIE D  PUBLIC ACCOUNTANT N ovem ber,
review was intended to “apply to examina­
tions by independent public accountants of 
financial statements prepared for credit pur­
poses or for annual reports to stockholders.” 
Quite definitely it was not directed toward 
classroom instruction. Yet the wide circula­
tion of this publication in academic circles 
would seem to permit suggestions as to its 
deficiencies which otherwise might not be 
deserved. Based on this premise the re­
 mainder of this article will indicate certain 
disappointing features of the revised edi­
tion. Some of the inadequacies might be 
dismissed as picayunish; others, no doubt, 
will be given acceptance. Undoubtedly 
some of these omissions were left inten­
tionally by the committee to satisfy oppos­
ing interests of the American Institute. 
Others were undoubtedly committee com­
promises. A review of these various points 
deserves consideration.
Writers in the field of auditing have enun­
ciated the principle that assets should be 
ranked ordinarily upon the balance sheet in 
the order of their relative liquidity. Yet if 
that practice had been followed consistently 
in the pro forma balance sheet of the bulle­
tin, “finished goods” should have preceded 
“raw materials” in the inventory section.
In the case of manufacturing concerns 
employing a cost system, certain operating 
expenses become capitalized into inventory 
valuation through the burden rate. Some 
cost accountants have therefore argued that 
prepaid expenses which will be absorbed 
into inventories might well be included in 
a “deferred charge” sub-division of the cur­
rent asset section. The committee which 
prepared the 1936 bulletin gave some con­
sideration to this point of view but con­
cluded that these prepaid expenses might 
be included in a deferred charge section or 
under a separate caption. Apparently the 
committee was unwilling to view these pre­
payments as closely related to the current 
assets. The model balance sheet sets up a 
“deferred charges” section for all deferred 
items. This might be viewed as tacit ap­
proval of that alternative method. It is ques­
tionable whether those prepayments which 
will enter eventually into inventory valua­
tion are equitably placed only one section 
above the “other assets” section which has 
come to be a catch-all of unclassified items. 
Would it not be better to place all prepaid
items, which will be included in inventory 
valuations, in a separate section near the 
current asset section to which they are 
closely related or in the current asset sec­
tion itself ? Further, a statement of the bul­
letin might well be misinterpreted on this 
point. The bulletin would permit prepaid 
expenses, representing those items which 
will eventually be included in “manufactur­
ing or other operating expenses” to be in­
cluded under a separate caption. Some might 
interpret this to mean that in the case of a 
trading concern where prepaid expenses do 
not ordinarily enter “cost of sales,” it is 
permissible to follow the same practice ac­
corded the manufacturing concern employ­
ing a cost system.
Another minor criticism of the work of 
the committee might be directed toward the 
use of the term “property, plant and equip­
ment.” One might question the value of 
the addition of the term “property” which 
has varying significances in allied fields. 
Perhaps the term “fixed assets” should not 
have been abandoned from the first edition.
The novel balance sheet indicates very 
clearly that the committee suggests that 
only plant and equipment “used for plant” 
should be included in the “property, plant 
and equipment” section, but no indication 
is given of the disposition for balance sheet 
purposes of property, plant and equipment 
not used for plant.
The publication under review is regarded 
as a model or standard in the profession. 
The work of the committee, therefore, 
merits close inspection and the indication of 
deficiencies which might otherwise go un­
noted. The reviewer feels that the commit­
tee uses loose terminology which may lead 
to confusion on the part of the less in­
formed.
In the deferred charges section of the 
balance sheet the first sub-section is entitled 
“prepaid expenses, interest, insurance, taxes, 
etc.” One might well conclude from the 
typographical set-up that the committee de­
cided that prepaid insurance, for example, 
was not a prepaid expense. Reference to 
the first edition reveals the same typogra­
phical “slip.”
Within the current liability section of the 
balance sheet one finds the title “accounts 
payable and accrued expenses.” Two lines 
further the term “accrued interest” is used
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as a separate title. Here again one might 
assume that accrued expenses did not in­
clude accrued interest or accrued interest 
was not an accrued expense.
A more than casual observer might ques­
tion the desirability of the terminology “pro­
vision for federal and state taxes.” If there 
is a justification for the exclusion of “fed­
eral and state” taxes from accrued expenses, 
the committee has not stated it. One might 
conclude that federal and state taxes should 
always be separately listed for balance sheet 
purposes from municipal and county taxes. 
Perhaps the committee used the broader 
terminology to include taxes which do not 
accrue and to infer that all provision for 
taxes whether there has been a ripening into 
a liability or not should be included within 
the current liability section. On that prem­
ise the decision of the committee has some 
merit.
The profit and loss statement of the first 
edition definitely classifies taxes as a “deduc­
tion from income.” The 1936 edition se­
parately states “provision for income taxes” 
as an “other charge,” but does not indicate 
where general property taxes, for example, 
should be placed.
Reverting to a discussion of balance sheet 
items, an earlier section of this publication 
states that “interest, taxes, wages, etc., 
which have accrued to the end of the period 
under review------are grouped on the bal­
ance sheet under accrued liabilities.” The 
model balance sheet reveals no such sub­
section and accrued liabilities are not 
grouped as such. The suggested balance 
sheet of the first edition used this terminol­
ogy so that conclusion would seem to be 
that the balance sheet was revised without 
reference to the pertinent discussion.
In the discussion of accrued liabilities 
the 1936 publication suggests that an in­
quiry be made to obtain information on 
which to base an opinion as to the amount 
which should be set up as an “accrued liabil­
ity or as a reserve against probable loss.” 
In the section entitled “contingent liabil­
ities,” the committee would have the audi­
tor form an opinion as to the amount which 
should be so stated. When “reserves” are 
discussed the committee uses the term “gen­
eral or contingency reserves.” If contingent 
liabilities are properly included within the
surplus reserves section, it seems difficult 
to justify the separate discussion in the pub­
lication as if they should be separately 
treated. If contingent liabilities are not 
properly included within the surplus re­
serves, the model balance sheet indicates no 
separate treatment. In the publication con­
tingent liabilities are discussed immediately 
following “accrued liabilities” and just pre­
ceding “funded debt.” Perusal of th e state­
ments of the publication reveals that the 
committee felt that contingent liabilities are 
more closely related to proprietory reserves 
than to accrued liabilities. The committee 
could have clarified its publication by a 
more definite statement on this point and a 
more logical arrangement of their discus­
sion.
While on this general point another ob­
jection might be made to this otherwise 
meritorious work of the committee. Upon 
the model balance sheet we find as a section 
“Reserves (describe by major classes).” 
Some might presume that all major classes 
of reserves—liability, surplus, and valua­
tion—are properly included within this sec­
tion. The section should have been desig­
nated as “Surplus Reserves.” Furthermore, 
the close relation between the surplus re­
serves and surplus could have been more 
clearly shown by placing them in closer 
proximity instead of showing the reserves 
as a section preceding the capital stock.
It is unfortunate that the committee act­
ing for the American Institute did not see 
fit to make more changes from the first edi­
tion. For example, the original edition di­
vided surplus into three main sub-sections, 
namely: “Capital or paid-in surplus,” “aris­
ing from revaluation of capital assets” and 
“earned (or deficit).” The 1936 edition 
shows the same three sub-divisions with the 
exception that the revaluation surplus in the 
later publication is to care for all revalua­
tions rather than for only capital assets, as 
stated in the first edition. The terminology 
is faulty in designating “capital” surplus as 
an alternative to “paid-in” surplus and not 
clearly indicating the inclusiveness of each 
term. Further it would seem that unreal­
ized profits upon the purchase of par value 
capital stock for the treasury, for example, 
might well be included in either capital sur­
plus or surplus arising from revaluation. It
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is doubtful whether the committee had any 
intention of including such unrealized prof­
its in other than “capital” surplus. The pub­
lication would have profited by elaboration 
on this point. Present accounting practice 
would seemingly condone the placement of 
realized and unrealized profits in the capital 
surplus section, making the capital surplus 
section the hodge-podge that the surplus 
section itself used to be.
After stating quite carefully that where 
a corporation has acquired its own stocks, 
it is preferable that such stocks be deducted 
from the capital stock or surplus of the 
corporation, the publication proceeds to 
state an exception which nullifies the value 
of the previous suggestion. The statement 
in question reads:
“If  acquired and held for a specific 
purpose, however, such temporary hold­
ings may be treated as assets, but they 
should be shown as a separate item and 
not under curent assets.”
The insertion of the rather unsuspecting 
phrase “held for a specific purpose” per­
mits innumerable variations from the advo­
cated practice. A specific purpose is not dif­
ficult to suggest. Quite definitely this ap­
pendage was a compromise statement which 
has the effect of generalizing the whole 
paragraph into a do-what-you-wish.
Though the committee thought it prefer­
able to deduct treasury stock from capital 
stock or surplus, it was unwilling to be that 
definite in the case of treasury bonds or 
bonds in the sinking fund. The possibility 
of deduction from outstanding bonds was 
not mentioned.
Another example of a compromise of a 
rather unsatisfactory nature relates to the 
use of the capital surplus account to relieve 
the income account of current or future 
charges which would otherwise be made 
against income. The committee would per­
mit a corporation without a reorganization 
to relieve its current income account of 
charges if such relief could be had with a 
reorganization.4 This would seem to dis­
regard the possible conflict in interests be­
tween stockholder and creditor.
In certain other instances the publication
4Provided there was a full revelation of the 
facts and formal approval for the stockholders 
of the corporation.
suggests desired practices but fails to give 
adequate treatment to the very problems 
that they suggest. In instalment sales ac­
counts where the accounts are of a material 
nature and mature later than one year from 
the date of the balance sheet, the committee 
would have them “separately shown” pre­
sumably not in the current asset section. 
Yet no suggestions are made as to proper 
placement.
Where advance payments were made on 
account of purchase contracts for future 
delivery, it is suggested that they be shown 
under a “separate heading.” The use of the 
term “separate heading” is a confusing and 
compromising one. Perhaps the committee 
means that they should be included within 
the “other assets” section? Or does the 
committee mean a section designated for 
this particular item and given equal impor­
tance to the sections customarily stated? 
Such indefiniteness does not encourage con­
sistency.
Another example of the tendency to leave 
important questions unsolved is the follow­
ing:
“The amount of securities that are con­
sidered to be readily convertible into cash 
and into which surplus funds of the 
company have been invested temporarily 
should be shown under current assets. 
Where stocks and bonds repesent control 
of or a material interest in other enter­
prises and have a value to the company 
aside from their dividend and interest 
return, they are more in the nature of a 
permanent investment to be shown below 
the current assets in the balance sheet.”
This statement does not solve the prob­
lem of the company that has securities which 
have an interest and dividend return, that 
are readily marketable, but which do not 
represent temporary investments. The im­
plication might be that they should be in­
cluded within the current assets, but it 
would seem that the lack of intention of 
conversion in the immediate future would 
preclude their inclusion in that section.
A most serious omission by the commit­
tee has been the failure to provide a “de­
ferred credits” section in the pro forma 
balance sheet and to insert a discussion of 
deferred credits as such. No mention of 
deferred credits was made in the 1929 edi­
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tion. With most accepted accounting au­
thorities recognizing the merit of this classi­
fication, it is difficult to justify the failure 
of the committee in not giving treatment to 
this often-neglected phase of balance sheet 
classification.
The suggested profit and loss statement 
distinctly shows the results of condensa­
tion. Both balance sheet and profit and loss 
statement were made applicable to either 
manufacturing or trading concerns. In the 
case of the latter financial statement, greater 
elaboration is advised. It would have been 
more satisfactory if both a manufacturing 
profit and loss statement and a trading profit 
and loss statement had been presented. Ob­
jections and misinterpretations which will 
undoubtedly arise through the brevity of 
presentation thus would have been miti­
gated.
The points of strength of “Examination 
of Financial Statements” far outweigh its 
weaknesses, in spite of possible implications
of this review. Admittedly more space is 
devoted in this article to a discussion of its 
deficiencies than to emphasis upon its com­
mendable features. Its merits are too well 
known to be given equal attention. It was 
with much hesitancy that this reviewer 
started upon a critique of a publication of 
such admitted excellence. A complete enun­
ciation of auditing principles can hardly be 
expected in a mere forty-one pages. Now 
in its second edition, prepared by a special 
committee of the American Institute of Ac­
countants, and subjected to the critical eye 
of public accountants for seven years, this 
publication deserves the designation as an 
authority in the field and a standard work. 
It is hoped, however, that the comments 
offered by this reviewer will be considered 
and weighed by those responsible for its 
preparation. It is hoped that marked im­
provements will ensue from these pointed 
deficiencies in an otherwise praiseworthy 
publication.
L o o k in g  F o r w a r d
(Reprinted from January issue, 1926)
November 28, 1925.
Dear Mr. Editor:
In acceding to my suggestion that the 
report of the committee on relations with 
state societies, which was delivered extem­
poraneously at the last annual meeting, be 
considered as “water over the dam,” you 
adroitly drew a draft on my vision for 
progress toward the destiny of The Amer­
ican Society of Certified Public Account­
ants. My interest in and concern for the 
future of the profession will not permit of 
that draft going to protest.
In these United States a profession comes 
into being and exists only through statutory 
provision. That power of provision is the 
sole privilege of the state, including other 
political subdivisions and the possessions. 
It has been so exercised as to create a Pro­
fession of Accountancy and to designate 
the members of that profession as Certified 
Public Accountants. The members of that 
profession should never lose sight of these 
important facts, viz:
1. The law creates the profession and
provides the manner in which the members 
shall be selected.
2. The law is made by the people, in their 
interest and for their protection—not in the 
interest of a class.
3. The law imposes on those who are ad­
mitted into the profession an obligation to 
uphold the law and to serve the people with 
fidelity and competency.
When these few facts are faced with an 
impersonal and honest mental vision it be­
comes quite obvious that the most practical 
means for holding the members of the pro­
fession to observance of the law and the 
service of its makers (the people) is through 
organization among themselves—even bet­
ter than through enforcement methods ap­
plied by those clothed with such legal au­
thority. Inasmuch as the State has the sole 
selection of the wearers of its professional 
mantle, and the beneficiaries so become 
quasi servants of the State with all attend­
ing obligations, there arises a question of 
whether or not their obligations can be ful­
filled without organization. If  this be true,
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can any beneficiary fulfill his obligation 
without identifying himself with the State 
organization? Of course not. Among all 
the interstate things which we have in this 
great country, there is one lacking, and nec­
essarily so, because of our political struc­
ture; that is, interstate laws. Commerce, 
finance, and the professions have resorted 
to national associations as a means for sup­
plying the best available substitute for 
bringing about common understanding, co­
ordination, standardization and protection. 
In substantially all cases where the condi­
tions are propitious, these national associa­
tions are composed of the members of State 
organizations. Experience clearly shows 
that these national associations serve pur­
poses and ends which are useful and valu­
able to the whole of our people. Experience, 
therefore, justifies The American Society 
of Certified Public Accountants as the na­
tional association of those who wear the 
State mantle of professional accountant.
The question has been asked, many times 
and from numerous quarters, why The 
American Society of Certified Public Ac­
countants was not organized out of the 
membership of State societies, or organiza­
tions of certified public accountants; not 
always in those exact words, but with that 
import of meaning. There was not time to 
organize in that way. An emergency was 
at hand and time became the essence of ac­
tion. The status of all holders of State cer­
tificates, representing the State professional 
mantle, was being assailed and something 
needed to be done and quickly. This need 
for immediate offensive action was not rec­
ognized (until later) in quarters which al­
ready should have been in action. Quick 
organization of a national representative 
body was imperative, and funds were needed 
with which to carry on a very necessary 
campaign. This is the answer, in a nut shell. 
There was great individual responsiveness 
to the call. Compatible with the history of 
worthy and successful movements, there be­
came visualized other equally necessary, or 
desirable, purposes to be served; others be­
came interested in the possibilities of such 
service, and, in consequence, the Society 
has experienced a phenominal growth in 
numbers and in influence.
The ultimate destiny of The American 
Society, while serving on the way, is exactly
what its original organization should have 
been, if that could have been gone about 
in a studied way. One of the big problems 
of the Society is, how, by progressive steps, 
it may attain that destiny in due course of 
time.
There is today no certified public ac­
countant whose professional mantle cannot 
be removed by the annulment of a State law. 
In disregard for the public welfare, and 
through political chicanery, annulment of 
the law and the scrapping of professional 
standards have been close to accomplish­
ment in at least two States, and forces which 
are opposed to State regulation of the pub­
lic practice of accountancy as a profession 
are still working to that end by methods as 
insidious as those employed by The Com­
mune Internationale. Consideration of such 
conditions may help in arriving at a con­
sciousness of why every certified public ac­
countant should be a member of a State 
society and why all such should find their 
national amalgamation in The American 
Society of Certified Public Accountants. 
Those are the objectives on which the mind 
of every certified public accountant should 
be focused.
Regard for personal welfare cannot be 
wholly disassociated from regard for pro­
fessional welfare. Both call for affiliation 
with a State organization as of first personal 
and professional protective importance. 
The second call is for identification with the 
national organization, either directly or 
through a State organization. At the pres­
ent time the former is the only way. An 
effort is being made, however, to provide a 
way in which any and every State society 
may become affiliated with The American 
Society, and to the advantage of the mem­
bers who may constitute the basis for such 
affiliation. On this question every member 
of The American Society will be given an 
opportunity to stand for progressiveness in 
his vote on amendments to the constitution 
and by-laws.
The amendment propositions which will 
be submitted to vote of the members will 
contain, however, other progressive mat­
ters to which much thought and time have 
been given by the recommending commit­
tee and much consideration by the directors. 
My especial plea is for the earnest consid­
eration and full vote of the members. Those
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who study them carefully surely will find 
improvement in the operative methods pro­
vided, in the organization features as pro­
vision for carrying on necessary and desir­
able programs of constructive work, and in 
other important respects.
Constructive progressiveness is indicated 
particularly in the recommendations: (a) 
That means be provided whereby a State 
society, on its initiative, may become affi­
liated with The American Society; (b) that, 
consistently, members should have their 
representation as from the (or a) State 
which clothed them with the professional 
mantle; (c) that the number of directors 
from a district should be based on the num­
ber of members so represented, instead of 
by arbitrary allotment as at present; (d) 
that benefit should be derived from the ad­
ministrative experience of past presidents 
through constituting them an advisory com­
mittee; (e) that standing committees of 
fixed numbers and definite functions should 
be provided as necessary to the proper pro­
graming and carrying on of constructive 
work; (f)  that precepts of professional con­
duct and measures for their enforcement 
should be provided as necessary to the rep­
resentation and maintenance of a profes­
sional status. These are not quite all of 
the recommendations, but they are the most 
important ones.
The recommendation of a basis for affil­
iation on the part of a State Society has 
been made partly out of consideration for 
the welfare of State societies, in the en­
couragement of certified public accountants 
to identify themselves therewith and for the 
desirability of which my argument has al­
ready been made. Some satisfaction is al­
ready derived from information to the effect 
that upwards of a half-dozen State societies 
are looking forward hopefully to the prev­
alence of this proposition and the estab­
lishment and maintenance of an affiliation.
It will be conceded as impossible to ini­
tiate and carry on successfully the construc­
tive work in which this society should en­
gage excepting through the medium of 
standing committees, to which are assigned 
definite functions and activities; that it is 
through such organization that the members 
can be properly and adequately served; and 
that with the growth and growing of the
society the need has become and is becom­
ing more and more imperative.
Inquiry has come numerous times from 
important quarters respecting the ethics of 
certified public accountants, even from a 
quarter which indicated the possibility of 
serious concern on the part of a government 
tribunal. It is not to the interest of certified 
public accountants that these should be ig­
nored; that there should be any evasion, 
any hiding of the head in the sand. Not all 
State Boards of Accountancy have been so 
fortunate in powers conferred for the 
ethical regulation and control of the profes­
sion as is the State Board of Mississippi. 
Who will gainsay that the agency of the 
State which has the power of bestowing the 
professional mantle should not also have 
the power to regulate and control the ethics 
of the profession so created? But we are 
faced with a condition, not a theory. Few 
State Societies, even, have codes, rules, or 
precepts of professional conduct. There­
fore inquiries of the nature indicated be­
come all the more embarrassing. That con­
dition should not continue, and so it becomes 
incumbent on The American Society to take 
a representative position for all certified 
public accountants by the incorporation in 
its by-laws of reasonable and moderate 
Precepts of Professional Conduct, concise­
ly stated yet so clearly stated as to leave no 
room for misunderstanding or to justify a 
charge of evasion. The work of the Com­
mittee on Ethics which has been carried on 
over a period of three years and has been 
fully reported, has afforded a splendid basis 
for the formulation of clear and concise 
precepts.
If, in so addressing you, sir, and through 
you the members of the society, I can stimu­
late an interest in the propositions which are 
forthcoming for the amendment of the con­
stitution and the by-laws, and in the con­
structive progress of the Society, I shall feel 
that my labors have been well expended.
Yours faithfully,
HOM ER A. DUNN.
E f f i c i e n c y  E x p e r t s  
Bobby—‘W hat’s an expert, daddy?” 
Daddy—“It’s a fellow who gets a big 
salary for telling other people how to do 
things he can’t do himself.”
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T h e  A c c o u n t a n t
b y  K a t h r y n  T. K e n d a l l ,  Tampa, Florida
“All whimsies as are in use amongst us 
deserve at least a hearing.”
Figures and numbers have never fasci­
nated me. In fact, I have always entertained 
an aversion to them. My first encounter 
with a person who is a respecter of numbers 
(as well as of persons) and could do untold 
things with them was in the office of a large 
textile mill several years ago when a corps 
of C. P. A’s were called in to audit the rec­
ords of the company. Then and there I 
discovered a new and diverting personality 
—the accountant!
For a numeric, as well as entertaining 
study, consider the C. P. A. An accountant, 
more often than not, is a very interesting 
person and amuses us with his viewpoints, 
his prejudices and his habits. He is a sort 
of man-of-figures and leads a figurative, 
calculating life most of his waking hours 
and I wouldn’t be surprised if he didn’t 
count sheep as an amicable way of lending 
himself to Morpheus.
I regard a column of figures as an obvious 
thing but not essential or at all pliable. The 
accountant, on the other hand, absorbs a 
column of figures as a blotter drinks ink, 
and in his hands (not to mention mind) 
they are as clay and all things are possible— 
seemingly.
When an accountant visits a fat stock 
show he sees prize beeves in pounds and 
percentages, and not as “fine specimens” as 
expressed by the average spectator. The 
figurative man, our accountant, reads the 
weight chart and immediately by a process 
of calculations, enigmatic to everyone else, 
knows how much salable meat stands on the 
four hoofs and probably the amount of by­
products that will go into the making of 
soaps and so on.
The accountant usually knows more about 
his neighbor’s business than the neighbor 
himself knows. To w it: An accountant lived 
next door to a man whose hobby was chick­
ens. In over-the-fence conversations, after 
office hours, the accountant picked up a 
brainful of information. He learned in due 
time that his friend owned fifteen hens and 
that over a thirty-day period the man got 
two hundred and ninety-four eggs from his
yard. To the neighbor that was just two 
hundred and ninety-four eggs or perhaps he 
had thought of it as being almost ten eggs 
per day. That was the extent of his figuring.
The accountant did not leave the egg pro­
duction at this stage. He casually asked his 
neighbor how much his feed cost was for 
this period. Upon learning that the feed 
cost was three dollars and fifteen cents the 
accountant performed a few mental gym­
nastics and learned that his friend was in 
a profitable business. It seems that the 
neighbor’s egg production was approxi­
mately sixty-five per cent and that his net 
profit per hen per month was around forty- 
four plus cents. The eggs Houdini-ed them­
selves from two hundred and ninety-four 
to twenty-four and one-half dozens at forty 
cents, making a total of nine dollars and 
eighty cents, less the feed cost, showing a 
net profit of over six dollars. The account­
ant adopts chickens as a hobby (as long as 
it is a paying business) but the neighbor 
takes the credit for it when he remarks 
casually: "I knew you would like chickens 
for a hobby.”
The wife of an accountant bakes an am­
brosial delicacy only to hear him ask:
“How much did it cost, dear?” And he is 
not content with her off-hand reply of “not 
very much.” Together they go into a hud­
dle—she to give him the measurements of 
flour, et cetera used in the cake, and he to 
figure the total cost. Three meals per day 
continue and Mr. Husband marvels that he 
showed such excellent judgment in selecting 
a companion for life. After one lesson in 
accounting (thanks to the corner bakery) 
Mrs. Wife knows all the answers to the 
questions on the cost of her baking!
From these and similar instances we have 
an informal peep at the man known as an 
accountant. I remember him as a wise and 
shrewd person of deliberate action. I be­
lieve him to be a man of rare judgment and 
one who gets full value on his investments 
and purchases.
But by no means are his interests confined 
to his profession. He makes a good husband 
and father.
I know whereof I speak. I married one!
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C . P . A .  E x a m in a t io n  Q u e s t i o n s
N ovember, 1936
P r a c t i c a l  A c c o u n t i n g
PROBLEM 1:
A summary of entries in the inventory account of a department in a retail store 
for the month of October was as follows:
Inventory at retail 10-1-36 (163.93443% of cost,
“cost” consisting of invoice cost, freight esti­
mated at 5%, and a loading charge of 7% ). . $237,460.72
Purchases, October, at invoice c o s t .................. ..... 87,576.17
Freight .................................................................. ..... 3,984.13
Loading charge...................................................... ..... 6,130.33
Markup on purchases.......................................... ......65,127.09
M arkdowns............................................................  $13,862.10
Cancellations of markdowns .............................. ......5,783.42
Net sales, O ctober................................................  122,562.18
You are called upon to compute the book inventory at cost at October 31. Cost 
is to be estimated invoice cost plus freight of 5%; cost of sales for the month is to 
be determined by subtracting from sales plus net markdowns, an average markup 
as at the end of the month computed on the basis of total merchandise handled; that 
is, without reference to sales or markdown adjustments made during the month.
PROBLEM 2:
From the following information prepare a statement of application of funds 
of A, B and C for the year ending June 30, 1936:
A, B and C (a partnership)
Preclosing trial balances—June 30, 1935 and 1936
June 30,
Debits 1935 1936
Inventory at beginning of y e a r .................. ..................  $17,384.67 $24,865.59
Repossessed merchandise.............................. .............. ... 2,115.36 6,544.56
Installment receivables ................................ ..................  26,265.41 30,598.03
C a sh ................................................................ .................... 32,001.04 23,000.87
Investments.................................................... ..................  10,727.62 8,399.73
Office equipment .......................................... ..................  8,447.00 9,457.00
Reserve for depreciation.............................. ..................  2,347.00* 3,072.00*
Goodwill ................ ...................................... ..................  5,000.00 6.500.00
Purchases for y e a r ........................................ ..................  68,322.53 64,123.43
Expenses............ ...........................................
Partners’ w ithdraw als..................................
..................  15,552.94 28,329.61
..................  22,500.00 25,000.00
Total debits .......................................... .................. $205,969.57 $223,746.82
*Red
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Credits
Sales................................
Profit on investment sold
Service charges................
Notes payable, long-term 
A ....................................
B ......................................
C ....................................
$122,507.25 $120,359.38
3,251.00
6,962.32 7,386.44
14,500.00 42,750.00
20,000.00 25,000.00
30,000.00 25,000.00
12,000.00
Total credits $205,969.57 $223,746.82
The inventory at June 30, 1936, was $28,357.52. Repossessed merchandise ac­
count, unadjusted for years, has been charged with balances of installment accounts 
covering items recovered and is credited with sales; the balances at the beginning 
and end of the year ending June 30, 1936, on the basis of resalable merchandise 
should have been $1,105.86 and $5,242.57, respectively.
Installment receivables have an average life of nine months. The service 
charges are credited to income when the accounts are booked.
Certain long-term investment securities were sold during the year; none were 
purchased. Sales of office equipment, amounting to $435.00, were credited directly 
to the asset account and the balance, $920.00, of the original cost was charged to 
depreciation reserve. Partners’ withdrawals include regular salaries of $15,000, the 
balance being regarded as withdrawals of profits.
Notes payable retired during the year amounted to $10,000.00.
Expenses for the year include the goodwill account at the beginning of the year. 
The goodwill account now on the books represents the amount paid in cash to retir­
ing partner C over and above his investment. Book profits remaining at the end of 
each year are distributed in cash on July 15. During the year A paid B $5,000 in cash 
in order to equalize their investment accounts.
PROBLEM 3:
From the information following, prepare a summary by principal classes of 
accounts, of—
(a) Cash receipts and disbursements showing—
Liquidation of gross assets acquired at inception 
Collections of current income 
Miscellaneous receipts
Reduction of liabilities assumed at inception 
Payment of current expenses 
Miscellaneous
Balance, representing cash in bank as at September 30, 1936
(b) A reconciliation of net income with the excess of current cash income
over current cash expenses as summarized in (a), with notations of 
the balance-sheet-account sources of the noncash income or expense.
Appended are the balance sheets of Successor Realty Corporation as at Sep­
tember 30, 1935 (date of inception) and as at September 30, 1936—
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Assets 1935
Cash in b a n k ...........................................................................................
Receivables—
Lessees (Notes and Account) ..................................  $30,109.50
Accrued interest on—
M ortgages............................................................ .. 6,156.07
Installment contracts.................... ........................  1,214.08
Escrow deposit............................................................  8,350.00
Investments—
M ortgages....................................................................  236,050.00
Installment contracts............ .....................................  40,622.97
Sundry ........................................................................  500.00
Prepaid insurance and franchise ta x e s ........................  2,512.04
Improved real esta te ........................................................  1,263,078.19
September 30,
1936 
$15,257.37
26,087.62
6,091.94
726.15
10,400.00
196,000.00
28,766.68
2,150.00
5,183.16
1,275,561.48
$1,588,592.85 $1,566,224.40
Liabilities
Account payable and accrued payro ll.................................................
Accrued real-estate tax es ................................................  $59,860.94
Deferred rental incom e..................................................  1,537.80
Reserves for losses in liquidation of—
Mortgages ...................................................... . ............ 85,762.00
Installment contracts..................................................  18,715.97
Receivables ...................... ...........................................  29,502.67
Reserve for depreciation on improved real estate .............................
Capital stock .......................... .......................................  10,000.00
Paid-in su rp lu s................................................................  1,383,213.47
Earned surplus ........................................................................................
$2,012.76
33,876.27
1,275.00
78,252.00
12,362.84
28,909.72
15,819.20
10,000.00
1,383,213.47
503.14
$1,588,592.85 $1,566,224.40
Earned surplus represented net income for the current year, as shown by the 
following summary of income and expenses—
Particulars Amount
Income—
Rentals of improved real es ta te ..................  $60,262.99
Interest on—
Mortgages ................................................  $13,627.14
Installment contracts ..............................  2,586.40
Sundry investments..................................  42.50 16,256.04
Profit on sale of sundry investments 155.00 $76,674.03
Expenses—
Salaries and w ag es......................................
Taxes and insurance ..................................
Provision for uncollectible rentals and
interest ......................................................
Depreciation on improved real e s ta te ........
Other expenses ............................................
$21,625.80
9,910.94
3,000.00
15,819.20
25,814.95 76,170.89
Net income $503.14
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Postings from the cash-receipts and disbursements books for the year have been 
summarized therefrom thus—
Receivables—
Lessees (Notes and accounts) ..................................... $62,497.33 $2,911.53
Accrued interest on—
Mortgages.................................................................... 10,969.22
Contracts .......................................... ......................... 1,756.41
Investments—
Mortgages ...................................................................... 22,040.00
Installment contracts......................................................  4,503.16
Sundry ...........................................................................  355.00
Prepaid insurance and franchise taxes, of which $3,157.80
applies to future periods................................. ...............  3,235.92
Accounts payable (“other expenses”) and accrued payroll 46,177.99
Accrued real-estate taxes (1934 and prior) ...................  34,580.81
Interest on sundry investments........................................  42.50
Total gross charges and credits, respectively, to cash
in bank...................................................................... $102,163.62 $86,906.25
The receivables as at September 30, 1936, include the following current-year 
uncollected income—
Account Amount
Lessees .............................................................. $1,592.81
Accrued interest on—
Mortgages......................................................  3,501.55
Installment contracts..................................... 685.20
Escrow deposit.................................................. 350.00
Total ..........................................................  $6,129.56
Notes and accounts receivable as at September 30, 1936, include, also, $619.81 
of the cash disbursements during the current year charged to the accounts of tenants.
Liquidations of gross assets, in addition to cash collections thereon, may be 
summarized thus—
 Credits Relating to 
Accounts 
Set Up 
as at
Particulars Sept. 30, 1935
Mortgages and related accounts—
Investment in mortgages...................  $18,010.00
Accrued interest thereon...................  2,199.55
Notes and accounts receivable............ 1,383.29
Sundry investments...........................  ..........
Improved real estate.........................  ..........
Reserves for losses in liquidation of—
Mortgages....................................... ..........
Receivables ..................................... ..........
Accounts 
Included 
in Income 
of Current 
Year
$522.50
Charged to
$ 1,850.00(1) 
12,483.29(2)
7,510.00
272.05
T otal........................................  $21,592.84 $522.50 $22,115.34
Particulars Receipts
Disburse­
ments
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Notes—
(1) Includes accruals of current-year interest, $322.50.
(2) Includes accruals of current-year interest, $200.00.
Notes and accounts receivable—
Charged o f f ..........................................  $ 2,305.48
Reserve for losses in liquidation of 
receivables . ............................... ..........
Contracts and accrued interest thereon—
Installment contracts . . ............... .. . $ 7,353.13
Accrued in terest..................................  892.92
Escrow deposit....................................  ........ ..
Reserves for losses in liquidation of—
Contracts............ .. ...........................  ..........
Receivables ......................................  ..........
T o ta l.......................................... $ 8,246.05
Notes—
(1) Includes accruals of current-year interest, $350.00.
(2) Includes accruals of current-year interest, $75.00 (charged against $3,-
000.00 provision in current year for uncollectible rentals and interest).
Deferred rental income, both at the beginning and end of the year, represents 
rental income for the succeeding month.
The account payable is an item of $750.00 representing an insurance premium 
charged to unexpired-insurance account.
PROBLEM 4:
A statutory merger has been effected between Companies A, B, and C, and you 
have been asked to draft the journal entries for A as at October 31, 1936, in order 
to reflect the changes in the accounts made necessary by its acquisition of the net 
assets of Companies B and C and to prepare a balance sheet of Company A after 
giving effect to these entries. Changes in surplus, on the consolidated basis, should 
appear on the balance sheet.
At the date mentioned, the financial position of the companies was as follows:
Assets A B C
Investment in A ..............................    $ 15,275.00 ...................
Investment in A’s b o n d s ................    ..........  $ 10,740.00
Investment in B ..............................  $ 189,463.26 ..........  ........ ..
Investment in C ............................ 254,011.50 ..........  ..........
Intercompany accounts..................  84,795.33 ...................  60.72
Unamortized bond discount............ 6.300.00 ..........  ..........
Other a sse ts ....................................  686,577.39 336,371.57 374,198.40
Total a sse ts ........................  $1,221,147.48 $351,646.57 $384,999.12
$747.50  
..........  $ 3,052.98
$425.00
..........  $ 2,050.00(1)
..........  6,353.13
. . . . . .  267.92 (2)
$425.00 $ 8,671.05
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Liabilities
Trade cred ito rs..............................  $ 241,546.93 $ 81,387.48 $ 63,273.43
Accrued interest on bonds..............  2,500.00 ......................   
5% bonds outstanding. . ................  150,000.00 ..................   
Intercompany accounts..................  346.52 25,366.81 59,142.72
Capital stock, par value $100..........  750,000.00 200,000.00 350,000.00
Earned surplus, or deficit*—
Balance January 1, 1936............  75,240.52 34,586.35 84,095.25*
Net profit, ten months................  31,513.51 10,305.93 3,321.78*
Cash dividend, July 1..................  30,000.00* ..........
Total liabilities ..................  $1,221,147.48 $351,646.57 $384,999.12
The following particulars are given you:
(a) A’s investment in B was acquired by cash payments to B’s stockholders as 
at January 1, 1924, and consists of 90% of the capital stock of B Company; the 
surplus of B was then $30,357.18. Earnings since have been $62,535.10; and divi­
dends paid, $48,000.00.
(b) A’s investment in C is a 100% interest purchased as at January 1, 1934. 
The deficit of C on that date was $87,300.34; a net profit of $4,469.52 was earned 
in 1934 and a net loss of $1,264.43 was sustained in 1935.
(c) B’s investment in A was purchased on the market in 1921 (the market on 
January 1, 1924, was $180 per share) ; it consists of 200 shares of A’s 7,500 out­
standing shares of capital stock, including a stock dividend of 100% paid by A on 
December 31, 1925, and is valued at original cash outlay. These shares will be can­
celed and retired as at October 31.
(d) C’s investment in A’s bonds, 1939 series, consists of 10 $1,000 coupon 
bonds, purchased at market on January 1, 1936. Coincident with the merger, the 
bonds have been canceled and cannot be reissued. A’s bonds mature as follows:
Date of Maturity Amount
June 30, 1937 $50,000.00
June 30, 1939 50,000.00
June 30, 1941 50,000.00
The bond discount has been prorated on the basis of prospective interest payable, 
but no amortization has been made as yet for the year 1936. No interest receivable 
has been accrued by C since the June 30 semi-annual coupon.
(e) The 200 minority shares of Company B are to be purchased for cash at book 
value as determined by you, B’s investment in A remaining unchanged for the pur­
pose of the purchase.
Consistently since the acquisition of its subsidiaries, Company A has presented 
consolidated financial statements to its stockholders.
PROBLEM 5:
From the following balance sheet prepared from the books and sent you by the 
auditor of the City of Sharon, prepare a reconstructed and adjusted statement, fol­
lowing nomenclature, classification and other practices which you believe express 
the best principles of municipal accounting; and append to your statement a recon­
ciliation of book (a) surplus at June 30, 1935, and (b) excess of revenues over ex­
penditures for the year ended June 30, 1936, with the corresponding items as you 
have determined them.
City of Sharon 
Balance Sheet at the Close of Business, June 30, 1936 
Resources
Water plant, constructed as at June 30, 1916, with bond issue of
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$1,200,000 and current appropriations of $50,000; estimated life, 
then and now, 100 years—
Original c o s t ....................................................................................  $1,250,000.00
Additions as at June 30, 1924 ..........................................................  266,800.00
Additions as at June 30, 1936. ......................................................... 1,865.00
$1,518,665.00
Less—4½% serial bonds ($20,000 payable semi-annually) in 
hands of public..............................................................................  400,000.00
City’s equity in water plant......................................................  $1,118,665.00
Taxes receivable from past years, of which 25% is believed to be 
uncollectible, less tax-anticipation notes of $40,000.00, and estimated
accrued interest of $12,843.02 to be paid thereon..............................  13,414.16
Taxes available for current year, of which it is hoped 90% will be 
collected—
Total 
Extended
1st installment, past d u e ..........................................  $103,586.20 22,832.55
2nd installment, due September 1 ............................  103,586.20 87,273.64
Special assessments—
Past due, including interest of $6,347.50..........................................  34,803.91
Not d u e ........ .......................................................................................  23,327.63
Cash on deposit, including bond principal and interest of $29,000.00
due July 1, 1936....................................................................................  86,451.93
Tax liens (1934 and prior) worth about 70% o f ..................................  15,279.25
Supplies on hand (cost)..........................................................................  3,480.42
Total resources............................................................................  $1,405,528.49
Liabilities
Vouchers approved for payment by council on June 25, 1936..........  $ 37,425.27
Contracts due and payable out of this year’s appropriations..............  33,376.22
Other bills d u e ........................................................................................  5,644.14
Total amounts owing to outsiders at June 30, 1936..................  $ 76,445.63
Lapsed appropriations, net...................................... ................................ 1,782.05
Appropriations holding over to next year (ending June 30, 1937),
including bond principal and interest due July 1, 1936......................  43,119.63
Budgeted excess of income over expense.................................... .. 2,142.36
Taxes belonging to next year, collected in advance..............................  1,000.00
General reserve (for working capital), created in 1925......................  50,000.00
Income from special assessment net interest..........................................  50.02
Special assessment bonds unpaid, $5,000 past due..........  $55,000.00
Interest accrued thereon.................. ................. .. ............... 2,318.73
$57,318.73
Less—Cash collected and held in bank for bondholders 4,372.40 52,946.33
Surplus of resources—balance July 1, 1935........................ .................. 1,178,042.47
Total liabilities..............................................................................  $1,405,528.49
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PROBLEM 6:
F, G and H enter into an agreement with a farmers’ marketing association to 
dispose of the peach crop of its members. The three individuals will act jointly as 
the agent of the association, will share equally in income accruing to them as agent, 
and will be compensated as follows: $500 each plus one-third each in a bonus based 
on the net yield to the association. “Net yield” is defined in the agreement as “selling 
price less freight and commission-dealers’ commission and expenses and less com­
pensation to parties of the second part (F, G and H ) .” The contract further specifies 
that if “the average net yield is greater than $1 per bushel,” the bonus will be “10% 
of the net yield above $1, 1% of the net yield above $1.12½, and additional one per 
cent, up to a maximum of 10%, of successive 12½-cent additions to such net yield, 
it being contemplated that said bonus shall in no event exceed 20% of the net yield 
above one dollar.”
You have been called upon to prepare a statement for presentation to the asso­
ciation, based on your interpretation of the contract, showing the profit to the asso­
ciation and the amount of cash to be paid to each of the three individuals. The crop 
amounted to 152,564 bushels, and was sold by F  ,G and H to commission dealers 
at an average selling price of $2.20 from which the dealers deducted commission of 
6%, freight of $14,713.20, and expenses of $3,289.35. Out of the net proceeds 
(which were remitted direct to the association) advances were made to F amounting 
to $8,000 and to G, $2,500.
PROBLEM 7:
Corporation M has an estimated net income for 1936 before Federal taxes of 
$5,000,000.00, including $500,000.00 in dividends from domestic subsidiaries. By 
virtue of a provision of an indenture dated July 1, 1936, the company is required to 
set aside $1,000,000.00 out of earnings for the retirement of its bonds. You are 
requested to compute for the directors the maximum amount which, under the con­
ditions stated, can be distributed out of the current year’s earnings. The tax rates 
a re :
Normal tax rates—
8% of first $ 2,000.00 
11% of next 13,000.00 
13% of next 25,000.00 
15% of remainder
Surtax rates—
7% of first 10% of adjusted net income 
12% of next 10% of adjusted net income 
17% of next 20% of adjusted net income 
22% of next 20% of adjusted net income 
27% of balance of undistributed net income
PROBLEM 8:
From the following information relating to The Ready-to-Wear Corporation 
which consists of estimated income and expense for the calendar year 1936, prepare 
statements of net income subject to normal tax, adjusted net income subject to the 
undistributed profits tax, and the net income subject to excess-profits tax.
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Estimated 
Profit-and- 
Loss Items 
for 1936
Gross sa les ................................................................................................  $3,600,000.00
Cost of goods sold........................ . ......................................................... 2,150,000.00
Interest received on municipal bonds......................................................  3,000.00
Interest received on corporation bonds..................................................  4,500.00
Compensation of officers..........................................................................  50,000.00
Dividends received on stock of taxable domestic corporations..............  6,000.00
Cost of stock determined to be worthless during taxable year..............  3,500.00
Income received from leased departments..............................................  75,000.00
Capital net loss from sale of assets........................................................  4,000.00
Rent p a id .................................................................................... .............. 150,000.00
Interest paid on indebtedness incurred to purchase municipal bonds. . 1,500.00
Other interest paid: ................................................................................  500.00
Personal-property taxes paid for 1935........ .......................................... 10,000.00
Federal income taxes.................................... ...........................................  25,000.00
Bad debts charged off..............................................................................  10,000.00
Dividends paid in 1936............................................................................. 50,000.00
Depreciation .............................................................................. .............. 20,000.00
Salaries and wages paid..........................................................................  625,000.00
Federal capital-stock tax accrued—
For period 1-1-36 to 6-30-36.. .......................................................... 375.00
For period 7-1-36 to 12-31-36 (capital-stock tax paid July 7, 1936,
$1,000.00) ........................................................................................  500.00
Personal-property taxes accrued for 1936..............................................  12,000.00
R epairs....................................................................................................... 20,000.00
Retailers occupational taxes......................................................................  105,000.00
Unemployment insurance tax ..................................................................  4,000.00
Charitable donations................................................................................  5,000.00
Other allowable deductions......................................................................  375,000.00
Other taxable income..............................................................................  7,500.00
Excess-profits taxes for 1936..................................................................  3,588.00
It will be necessary to know the prospective amount of normal tax in computing 
income for other purposes. The following normal tax rates will apply to 1936 income:
Income Rate Tax
F i r s t .................................... $ 2,000.00 8% $ 160.00
N e x t.................................... 13,000.00 11 1,430.00
N e x t .................................... 25,000.00 13 3,250.00
Balance................................ 111,312.00 15 16,696.80
$151,312.00 $21,536.80
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PROBLEM 9:
You are requested to prepare a suitable statement of assets and liabilities of the 
XYZ Bondholders’ Committee for the XYZ Transit Company. Your statement is 
to cover all transactions of the Committee during the period from January 1, 1927, 
the date of its inception, to June 30, 1936.
The records of the Committee are kept on a cash-receipts-and-disbursements 
basis. From them you derived the following information:
C a s h  R e c e i p t s :
Proceeds of notes payable to the depositary, the A Trust Company. .$440,000 
Contributed by the XYZ Transit Company to the Committee’s ex­
penses ..................................................................................................  38,500
$478,500
C a s h  D i s b u r s e d :
Depositary fe e s ...................................................................................... $106,000
Fees to attorneys of the Committee....................................................  45,000
Fees to Committee m em bers................................................................  7,850
Salary of secretary of the Committee................................................  15,000
Interest on notes payable ....................................................................  132,500
Listing of certificates of deposit on the Stock Exchange................  58,000
Advertising, interest, principal payments, etc.....................................  37,825
Printing and stationery.................................................................. .. 29.850
Mailing and postage..............................................................................  15,675
Sundry Committee expenses................................................................  8,675
Clerk h i re ................................................................................................  5,925
$462,300
Deposited with the A Trust Company........................................ $ 16,200
Other information discovered by you in the course of your examination in­
cluded the following:
(1) Certain liabilities of the Committee were unpaid at June
30, 1936; these were—
Interest on notes payable for year ended June 30......................  $26,400.00
Depositary fees and expenses for the period January 1, 1936
through June 30, 1936 ..............................................................  8,379.26
Fees to Committee members and attorneys............................. Undetermined
(2) The notes payable to the A Trust Company bear interest at the rate of 
6%, are due on demand and are secured by $58,000,000 6% bonds of the XYZ 
Transit Company held by the A Trust Company as depositary.
(3) Of $60,000,000 6% bonds of the XYZ Transit Company outstanding, 
a total of $58,000,000 has been deposited with the Committee.
(4) The XYZ Transit Company has made payments on principal totaling 
35% since January 1, 1927. Interest has been paid to date. Principal and interest 
payments have passed directly from the Transit Company to the bank, as trustee, 
and thence to the original bondholders.
(5) The depositary agreement provides that expenditures of the Committee 
are to constitute a first lien against deposited securities to the extent of 1% thereof.
(6) The agreement also provides that title to the bonds deposited with the 
Committee passes to the Committee. Certificates of deposit equal face value to 
the bonds have been issued to the depositors.
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A c c o u n t i n g  T h e o r y — N o v e m b e r ,  1 9 3 6
QUESTION 1:
In consolidating the balance sheet of an only subsidiary with that of its non­
operating parent company, what disposal would you make of a block of parent- 
company common stock purchased on the open market by the subsidiary during the 
period it has been in the control of its parent? What effect would dividends on this 
stock have on individual and consolidated income, in view of the fact that it was paid 
almost entirely from dividends paid to the parent by the subsidiary in an effort to 
avoid the corporate surtax ?
QUESTION 2:
A 51% ownership in the common stock of a subsidiary was acquired in small 
amounts by its parent from the subsidiary’s stockholders over a period of several 
years; the last purchase of approximately 5% on April 30, 1936, was sufficient for 
the parent to obtain its 51% control. In preparing a consolidated balance sheet 
reflecting the present ownership, how would you dispose of surplus of the subsidiary 
applicable to the various purchases in prior years, and how would you dispose of 
dividends now paid to the parent from such surplus?
QUESTION 3:
A smelting company credits gross income with the current market values of 
metals recovered from the refining of ores. This credit is made upon the date 
recovery is completed. When sales of the refined ores are made the variation 
between the sales price and market at the date production was completed is credited 
or charged to an account known as “Reserve for Inventory Variation.” At the 
company’s balance-sheet date the reserve had a credit balance exceeding $4,000,000. 
One company official takes the position that the reserve is a valuation account and 
should be deducted on the balance sheet from the inventory. Another regards the 
reserve as a part of earned surplus. Another states that it is in the nature of a 
general reserve available for absorbing inventory and other losses in the future. 
What is the reserve in your opinion, and how would you classify it on the balance 
sheet ?
QUESTION 4:
Do you regard stock dividends as income to the recipient? How should they 
be recorded in the recipient’s accounts, if at all? Disregard Federal income-tax 
interpretations unless you consider them appropriate.
QUESTION 5:
What do you understand by “market” in the expression “at the lower of cost 
or market” ?
QUESTION 6:
Outline briefly the essential elements of the retail method of inventory control. 
QUESTION 7:
How would you determine the book value of a given class of capital stock?
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QUESTION 8:
On the balance sheet of an industrial company dated December 31, 1935, 
appears the title of an item in the net-worth section, “Acquired Surplus.” What 
is your understanding of this term?
QUESTION 9:
What disposition should be made of a premium (over par) received by a com­
pany on the sale of its common capital stock?
QUESTION 10:
Distinguish between a split-up and a stock dividend.
QUESTION 11:
What is a budget document?
QUESTION 12:
What, briefly, is the accountant’s problem in the valuation of physical assets?
QUESTION 13:
Explain the following quotation and indicate your reasons for agreeing or 
disagreeing with i t :
“The excess of the gross amount of an obligation over the net proceeds re­
ceived therefrom represents interest payable at maturity, and on a balance sheet the 
unaccrued portion of such interest should appear as a reduction of the face value 
of the indebtedness.”
QUESTION 14:
For purposes of a corporate report, what is the best method of disposing of 
losses incurred or discovered during the current year which have no relation to 
current operations?
QUESTION 15:
What recommendation would you offer as to the treatment of gains or losses 
from the sale of treasury stock?
QUESTION 16:
What do you understand by “dated earned surplus” ?
QUESTION 17:
Would you regard it ethical for an accountant to agree with his fellow prac­
titioners as to a common fee each is quoting on a prospective municipal engage­
ment where competitive bids have been called for?
QUESTION 18:
What is a “passed” dividend?
QUESTION 19:
What is meant in accounting by the term “realize” ?
QUESTION 20:
What does “cash asset” signify ?
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W e e  B i t s  o n  A c c o u n t a n c y
R e g u l a r l y  C o n t r i b u t e d  b y  L o u i s  S. G o l d b e r g ,  C.P.A., Sioux City, Iowa
Group Judgment
“It may well be that the most important 
lesson a man learns in a long life of busi­
ness activity is to appraise Group Judg­
ment at its true value.”
So speaks A. R. Horr in stating one of 
the major conclusions of his sound, stimu­
lating book entitled “Embarrassing Dol­
lars.”
If  we reflect upon our knowledge and 
experience in business and investment ac­
tivities, we at once recognize the aptness of 
his thought. The “Board of Directors” is 
one of the well-settled institutions of 
American life.
Mr. Horr is without illusions; but let 
him speak further for himself:
“Beware of anyone who preaches the 
doctrine of infallibility about human af­
fairs. There is no blinking the fact that 
the ablest groups that ever assemble blun­
der at times and reach decisions which are 
difficult to understand in the light of later 
experience. How marvelously perfect is 
hindsight!”
“Group judgments, of course, can get 
out of hand all too easily. It is no uncom­
mon catastrophe for a directors’ meeting 
to degenerate into a debating society. An 
astute and forceful chairman can generally 
avoid this calamity. Group judgment at its 
best needs effective leadership and usually 
some degree of parliamentary procedure.”
“The ultimate value of group judgment 
is realized when a small group of intelli­
gent, experienced men with varying view­
points meet to discuss a problem.
“The solution has a way of finding itself. 
It seems to arise out of the smoke and fire 
of debate. It is the clash of mind against 
mind that stimulates men to an unwonted 
degree of concentration and inventiveness. 
I am no psychologist, and I do not know 
how much credit should be ascribed to the 
subconscious minds of the members of the 
group. I can only testify that group judg­
ment sometimes does have a startling way 
of producing order out of chaos and unani­
mous conclusions from widely divergent 
original opinions.
P O L IC Y  A M E N D M E N T S
( Continued from page 634) 
of the State bar associations. The original 
Society plan provided for districting by 
single states wherever possible with a mini­
mum number of states grouped within a 
district. It did not make any provision for 
electing any members of the council at 
large.
In the discussion by the Advisory Coun­
cil of State Society Presidents it was 
brought out that there might be inequalities, 
arising within districts comprising more 
than one State, under which some outstand­
ing members of the profession in the 
smaller states would really be barred from 
an opportunity to be elected to the council. 
To care for such cases it was felt that it
would be wise to provide for the election of 
a sufficient number of members at large to 
cover those possibilities. As for distribu­
tion of council membership between states 
having a hundred or more members, that 
could be easily cared for on the district 
plan by an increase in the number of 
members.
Following that discussion the Society 
adopted the ideas suggested by the State 
Society Presidents. This, in reality, there­
fore, represents a compromise between the 
present plan of the Institute and the 
original suggestion of the Society.
In the proposal of the Institute no pro­
vision is made for adding to the council as 
membership in the Institute increases. 
Under the State Society Presidents’ plan
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and included in the present Society plan 
there is a provision for adding to the coun­
cil two members for each additional five 
hundred members of the Institute, which 
again follows the general plan adopted by 
the American Bar Association, recognizing 
the fact that with increasing membership 
additions should be made to the governing 
board.
The members of the Institute which will 
be, when these amendments are submitted, 
the combined membership of the Institute 
and Society, are therefore called upon to 
express their views as to which of the two 
plans herewith submitted, in accordance 
with the general agreement, is better for 
the profession. It will be unfortunate if 
those who were members of the Institute 
and not members of the Society vote unani­
mously for what is called the Institute plan 
and those who were members of the Society 
but not of the Institute vote unanimously 
for the Society plan because it will indicate 
that as yet at least there has not been a 
sufficient cohesiveness attained which will 
result in a hundred per cent amalgamated 
body.
For two years there has been a discussion 
of all of the points underlying the proposed 
consolidation. That discussion has been 
more or less tinged by the membership rela­
tions of the two groups. That was but natu­
ral. Now, however, the votes cast should 
be based on what the individual members 
believe will be for the best interests of the 
profession over a ten to twenty-year period. 
It is the forward view that should be as­
sumed by each member in casting his or 
her vote on these two questions. Today 
the State is a larger factor in controlling 
professions, as well as occupations, than it 
ever has been. The greater the responsi­
bility placed on the individual states the 
greater will be the professional develop­
ment within the State, and, as a result 
thereof, the greater the professional de­
velopment throughout the entire country. 
Only as State responsibility has been ac­
cepted by either State Boards or State 
Societies has there been a development in 
the activities of any profession in the past, 
and that will be even more markedly true 
in the future. The amendments submitted 
by the Society entail State responsibility.
It does not represent a complete change
in method of election but does place the 
major responsibility on a district basis with 
State predomination therein.
Book Reviews
C r e d i t  M a n u a l  o f  C o m m e r c i a l  L a w s ,  
1937 E d i t i o n ,  published by the National 
Association of Credit Men, One Park Ave­
nue, New York City. 572 pages. Price $5.00.
The 1937 edition of Credit Manual covers 
new Federal laws which affect trade, in­
cluding the Robinson-Patman act, Walsh- 
Healey act and the new section of the 
Federal Income Tax law which assesses a 
surtax on undistributed profits, and also 
provides a complete summary of State laws 
which influence business operations.
Other chapters cover Bonds on Public 
Improvements with summaries of the fed­
eral and State laws; a discussion of Bank­
ruptcy Proceedings including Corporate 
Reorganizations (77-B), Assignments for 
Benefit of Creditors, Equity Receiverships 
and a digest of the Canadian Bankruptcy 
law, and a complete text of the Bankruptcy 
act; Foreign Credits, Collections and Ex­
change ; Social Security A cts; the Laws of 
Sales and Contracts written in layman 
language; Negotiable Instruments, Com­
mercial Crimes; Title Retention Contracts 
such as chattel mortgages, conditional sales, 
bailments, consignments and leases; a new 
chapter on Warehouse Receipt as credit 
instruments with a complete text of the 
Uniform Warehouse Receipt Act; Col­
lection of Accounts; Corporations and 
Partnerships; Fraudulent Conveyances; 
Anti-Trust Law s; a large number of Forms 
used in business transactions and a number 
of tables listing information by states on 
such subjects as limitations for civil actions, 
bulk sales law requirements and exemptions 
on homesteads, personal property and 
wages.
T h e  Problem  o f  B u sin ess  F a ilu res , 
by Paul J. FitzPatrick, Ph.D., Department 
of Economics, the Catholic University of 
America. Published by the Dolphin Press, 
Philadelphia, Pa. 157 pages. Price $2.25.
A volume packed with informative as 
well as helpful material to every accountant. 
The treatise deals primarily with the most 
important aspects of business failures such
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as the lack of working capital, over-invest­
ment in fixed assets, unwise dividend poli­
cies, poor business location, and other 
factors indicating improper and inefficient 
management on the part of business execu­
tives. It points out the origin, nature and 
extent of the internal causes of failure and 
deals with the other equally important as­
pects of business failures, namely their 
economic, political and social consequences 
and possible cures.
The study covers the years 1920-1929 as 
being representative of a normal business 
life. Failures during that period would not 
have resulted from outside influences but 
rather from faulty management.
The treatise aims to present a construc­
tive contribution to both theoretical and 
practical economics by suggesting a generic 
or universally valid criterion for making a 
scientific approach and study of the vital 
study of business failures. The titles of 
chapters are Factual Status of Business 
Failures: Their Import and Extent; Tran­
sitional Stages of a Business Failure; What 
is a Business Failure ? Brief Survey of the 
Bankruptcy Situation; Causes of Indus­
trial Enterprises’ Failures and Their Reme­
dies ; Causes of Retail Stores’ Failures and
Their Remedies; Certain Social, Economic, 
and Political Consequences.
The bibliography covers eight pages and 
furnishes a basis for a still further detailed 
study of the general subject if so desired.
In tro d u ctio n  to  P r in c ip le s  o f  A c­
c o u n tin g  (Revised Edition), by H. A. 
Finney, Ph.B., C.P.A., Professor of A c­
counting, Northwestern; University. Pub­
lished by Prentice-Hall, Inc., 70 Fifth Ave­
nue, New York City. 629 pages. School 
price, $4.00; Business price, $5.00.
In this edition chapters have been revised 
or completely rewritten and new assign­
ment material has been provided. This as­
signment material includes questions, prob­
lems, and practice sets. Modern accounting 
procedures are introduced such as ledger 
organization on the basis of a numerical 
chart of accounts; copious illustrations of 
columnar records; systems for depart­
mental operations; expense controls and 
subsidiary expense records; a general led­
ger organization designed to control detailed 
cost records; factory ledger, analysis by 
ratios. There are ample illustrations of 
books of original entry, accounts, working 
papers and statements.
T h e  L iq u id  o r  W o r k i n g  C a p i t a l
by E u g e n e  S. B e n j a m i n ,  New York City
IN every credit department, a file is main­tained for the balance sheets of every 
concern, and the figures are tabulated in a 
condensed form for every year, upon a 
separate outside sheet, from which the es­
sential facts can be quickly ascertained. On 
this sheet the current assets are also sepa­
rated from the non-current assets.
The total of these current assets also ap­
pears as a distinct item and from it the total 
of quick or current liabilities is deducted.
The resultant figure is the Liquid or 
Working Capital.
As any credit accorded must be consid­
ered from the standpoint of the dollars in­
volved in the transaction, the Credit Execu­
tive’s first requirement is that the debtor 
should have an amount of Liquid or Work­
ing Capital sufficient to justify the required 
credit.
This being the case, how is it that none 
of the published works on Credit Analysis 
or on Statement Analysis has attempted 
through the use of its advocated ratios to 
measure a credit upon the basis of its de­
clared Liquid or Working Capital?
No satisfactory answer can be given to 
this question—it has been a grave omission 
from the standpoint of “Practical Credit 
Analysis,” which claims that the Liquid or 
Working Capital is the first important con­
sideration to be utilized in any attempt at 
analysis. It therefore should follow that 
the percentage of all liabilities to this ascer­
tained Liquid or Working Capital is one of 
the most important considerations in asses­
sing the credit availability of a balance sheet. 
This is especially true when it has been as­
certained that the value placed on the receiv­
ables and the value placed on the merchan­
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dise is in fair relation to the Sales, as these 
provisions provide the assurance that the 
value of the liquid or working capital is 
well substantiated.
In addition it has been demonstrated in 
“Practical Credit Analysis” that the Turn­
over of the Liquid or Working Capital 
(meaning the number of times this available 
liquid capital is turned each year, in relation 
to sales) is also an essential of great impor­
tance to the Credit Analyst.
To illustrate the conclusion that the de­
termination of the Liquid or Working Capi­
tal is of major importance in the determina­
tion of credit, the following statement is 
utilized. It was submitted by the President 
of this Corporation who refused to give 
audited figures, but did explain that the very 
large liabilities were due to the fact that 
their purchases were made for cash while 
their sales were made on a 60 days’ basis. 
When asked for the amount of the annual 
sales he stated that they were between $2,­
500,000 and $5,000,000. This Corporation, 
a jobber of cotton and wool wastes, was one 
of long standing and considered as an ex­
cellent moral and financial risk.
The figures were:
C u r r e n t  A s s e t s
Cash ........................................  45,000
Receivables.............................. 582,000
Merchandise............................ 357,000
T o ta l ....................................  984,000
Non-Current A sse ts ..............  20,000
T o t a l  A s s e t s ....................  1,004,000
T o t a l  L i a b i l i t i e s  ..................  531,000
(apparently fully covered by 
cash and receivables)
G r o s s  C a p i t a l ......................  473,000
L i q u i d  C a p i t a l ....................  453,000
Current R a tio ........................  1.85
This presentation showed only one pro­
portion (outside of the Current Ratio) 
which could be used by the Analyst, which 
was that of the Percentage of Liabilities to 
Liquid Capital, viz. 117. This was an un­
reasonably high percentage and called for 
an attempt at analysis before this corpora­
tion’s notes were renewed. The analyst 
reasoned that—
A If the merchandise was sold on a 60 
days’ credit basis, then outstanding
Receivables of $582,000 should rep­
resent sales in the neighborhood of 
$3,500,000.
B If this Corporation sold $3,500,000 
yearly it was turning its liquid capital 
of $453,000 about 7.7 times.
C If this Corporation pays spot cash for 
its supplies and allows 60 days time 
on its sales, it was a manifest impos­
sibility for it to have a Turnover of 
its Liquid Capital in excess of 4 times, 
even with a liberal bank credit.
D As its sales activity was consequently 
limited by the amount of its Liquid 
Capital, it follows that a liberal esti­
mate of its sales would be 4 times 
$453,000 plus a 10% leeway, or say 
a total of not more than $2,000,000.
The analyst therefore was forced to the 
definite conclusion that, based on the claimed 
Liquid or Working Capital, this Corpora­
tion could not transact a volume of more 
than $2,000,000, and if that was approxi­
mately the correct amount of its sales, then 
its
% of Receivables to Sales was 29.1 equal 
to 105 days outstandings
% of Merchandise to Sales was 17.9 fair
% of Liabilities to Sales was 26.5 at least
6.5 points too high
% of Liabilities to Liquid Capital was 117 
about 27 points too high
Times Turnover of Liquid Capital was 
4.4 fair
Times Turnover of Merchandise was
5.6 fair
This estimate of the above proportions on 
the balance sheet, based on the feasible 
Turnover of Liquid Capital, now brought 
the position of the percentage of Receivables 
to Sales into high prominence. It furnished 
conclusive evidence that the realizable value 
of the Receivables was grossly overstated 
in the balance sheet, because on 60 days’ 
terms Receivables should not be in any event 
greater than 18 or 19% of the Sales.
The analyst, in accordance with this con­
clusion then depreciated the value set on the 
Receivables by 10% of the Sales or $200,­
000, the result of this penalty being to cut 
the Liquid Capital down from $453,000 to 
$253,000, and he obtained the following pic­
ture of the balance sheet on which credit 
should be accorded.
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C u r r e n t  A s s e t s
Cash ........................................  45,000
Receivables.............................. 382,000
Merchandise............................ 357,000
784,000
Non-Current A sse ts ..............  20,000
804,000
Liabilities.......................... .. 531,000
G r o s s  C a p i t a l ......................  273,000
L i q u i d  C a p i t a l ....................  253,000
Current R a tio ........................  1.47
S a le s ........................................  2,000,000
R e v i s e d  O p e r a t i n g  R a t i o s  
% Receivables to Sales 19.1 fair 
% Merchandise to Sales 17.9 fair 
% Liabilities to Sales 26.5 very excessive 
% Liabilities to Liquid Capital 210 very 
excessive and dangerous 
Times Turnover of Liquid Capital 8 very 
excessive
Times Turnover of Merchandise 5.6 fair 
It can be seen from this that the original 
percentage of Liabilities to Liquid Capital 
of 117 already too great, had now increased
to 210 because of necessary revaluation as 
to the proper current value of the Receiv­
ables, which valuation was based on an esti­
mate as to the possible largest volume of 
sales this Corporation could transact on its 
claimed Liquid or Working Capital.
The result of this method of analysis was 
a refusal of further bank credit. In the 
criminal bankruptcy investigation which 
followed some months later, these analytical 
conclusions were fully substantiated by the 
testimony brought out, which showed that 
the Accounts Receivable included large in­
vestments in defunct businesses and large 
amounts due from dead accounts, with the 
result that the realizable assets were only 
$1,500 to pay liabilities of $400,000. This 
was a fraudulent statement, prepared to 
show a satisfactory Current Ratio. To sus­
tain it the assets had to be grossly overvalued 
and their proportions to Sales camouflaged 
by indefinite statements as to volume of 
business.
It will be noted that suspicion was first 
aroused through the consideration of the 
large liabilities in relation to the claimed 
Liquid Capital.
C . P . A .  E x a m i n a t i o n  Q u e s t i o n s
May, 1936
C o m m e r c ia l  L a w
A g e n c y
1. If an agent fails to exercise good faith and loyalty to his principal and is guilty of
misconduct which operates to his principal’s financial injury, is he responsible 
to his principal for the financial injury? Explain your answer.
2. (a) How does the contract or relation of principal and agent arise?
(b) What may be done by an agent ?
(c) Distinguish between an agent and independent contractor.
3. (a) State three situations where an agency will be implied from conduct or
silence of the parties.
The Service of Examination questions conducted by The American Society furnishes 
practically twice as many questions in Theory, Auditing, Commercial Law and Economics 
and Public Finance as could be used by any State Board for a four-hour examination period, 
and twice as many problems in Practical Accounting as would be required for two examina­
tion periods of four to five hours each. A Board using the service makes its own selections 
and adds any special questions or problems which it desires. The questions in Commercial 
Law and Economics follow.
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(b) State fully the general rule with respect to implied authority of an agent to 
make or endorse negotiable paper for his principal.
4. A owned a lumber business which he allowed his nephew B to carry on in B’s 
name. B made a bargain with C, a grocer, that C furnish him with groceries 
and take his pay in lumber. B had the lumber delivered to C and received the 
groceries. B died after that. A, finding a charge on the books against C for 
the lumber, sues C for the price. C pleads set-off and payment by the price of 
the groceries. C acted in good faith, supposing B to be the owner. How 
should the suit be decided, and why ?
B a n k r u p t c y
1. What are the primary purposes of existing bankruptcy laws ?
2. What are the powers and limitations of the 48 states in regard to enactment of
bankruptcy laws ?
3. (a) What are the respective functions of receiver and trustee, and who appoints
them ?
(b) Must they be attorneys or can a C.P.A. serve?
(c) What documents and information must be filed with the court very soon 
after the petition ?
4. How far is provable in bankruptcy a claim of the bankrupt’s brother on a note
on which he received a considerable part payment the day before the bankrupt 
filed his petition? Explain.
C o n t r a c t s
1. (a) What are the essentials of a contract?
(b) State the general rule with regard to contracts of minors.
2. (a) What are entire and severable contracts ?
(b) Name the types of contracts generally deemed against public policy ?
(c) What is their status ?
3. (a) When is performance of contract effectual?
(b) What is the cardinal rule with regard to interpreting contracts?
(c) Name some additional rules.
4. M’s car needed painting. He intended to have the work done immediately, and
so told his neighbors in course of conversation. While M was away for a 
few days, P, at the public garage patronized by M, painted M’s car. When M 
returned home, he was much pleased, but when P  presented him with a 
reasonable bill for labor and materials, M refused to pay. What rights has P ?
C o r p o r a t io n s
1. (a) Distinguish between public and private corporations.
(b) Describe the limitations, if any, upon the United States Government in 
creating corporations.
2. (a) Is a stockholder entitled to inspect the books and accounts of the corporation ?
Explain your answer.
(b) Name the circumstances in which the equity courts will interfere with the 
management of private corporations.
3. Briefly, what is the nature and scope of the Federal Securities Act and the Federal
Securities Exchange Act ?
4. Jones, president of Jones & Company, signed in blank as president a number of its
stock certificates and put them in possession of Brown, its secretary, for use 
in making transfers. Brown fraudulently filled out these certificates for 250 
shares, sealed them with the seal of the company, and sold them to Smith for 
$175 a share, this being the market price of the stock. Smith knew nothing 
of Brown’s fraud. What are the rights of Jones & Company and of Jones?
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I n s u r a n c e
1. (a) What are co-insurers ?
(b) Distinguish between insurance agent and insurance broker.
2. (a) W hat is the status at law of wager or gaming insurance policies ?
(b) Are insurance policies liberally or strictly construed by the courts?
3. What is the usual authority of the insurance “adjuster,” and what his relation
to the insurer and insured ?
4. After a valid contract of insurance has been effectuated, in what ways, if any,
may the right of either party to cancel the policy accrue?
N e g o t ia b l e  I n s t r u m e n t s
1. (a) Name some several negotiable instruments, and state how each is transferred. 
(b) What is the effect of antedating, postdating or not dating a check or other
bill of exchange ?
2. (a) Is negotiability essential to validity of a bill or note?
(b) Distinguish between the terms assignment and endorsement as used in the 
law of bills and notes.
3. (a) What does the Negotiable Instruments Law set forth as to the rights of a
holder in due course ?
(b) As to the rights of an accommodation indorser against the accommodated 
party, what is the legal relationship between them ?
4. A surety signs a promissory note and leaves it with his principal on condition the
principal shall get another to sign before he delivers it to the payee. The prin­
cipal delivers it without complying with this condition. If the payee has no 
notice of the condition, what is the liability of the surety on the note?
P a r t n e r s h i p
1. (a) Can a firm be a partner? Can a corporation be a partner? Explain your
answers.
(b) Discuss how a partnership may hold realty.
2. (a) A person may unintentionally become liable as a partner by letting it appear
that he is one;  but what two other main facts must exist?
(b) How may the formation of a partnership be affected by the Statute of 
Frauds ?
3. (a) Is a firm liable for the torts of a member? Explain your answer.
(b) Discuss, briefly, the duties of partners to one another.
4. A, B and C became partners in a contracting business under articles fixing four
years for the duration of the partnership. At the end of one year, C, being 
in poor health, without consulting his co-partners, sold and assigned to his 
brother, K, all his interest in the firm. K was a man of good character and 
excellent business ability, but was not personally agreeable to A. What, if 
anything, can A do to prevent K acting as a member of the firm ?
S a l e s
1. (a) What elements are ssential to a contract of sale?
(b) What is a gift and what are its essentials ?
(c) What is garnishment ?
2. (a) What effect has duress or fraud on a sale?
(b) When does concealment of material facts amount to fraud?
(c) Can there be a sale of goods not yet in existence? Explain your answer.
3. (a) How can the right for creditor to sue on a debt barred by statute of limita­
tions be revived or the time to sue extended ?
(b) What is the effect of breach of warranty with respect to contract of sale, and 
what is remedy if the sale is executed, and what is remedy if sale is executory ?
4. Baily sees an auto in a show window with a card on it advertising it for sale for
$1,000. He tells the salesman to send that car to his house and that he will
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pay for it when delivered. It is agreed that the car shall be delivered the fol­
lowing day, but delivery is not made for two weeks, when Baily is told by 
the salesman that a mistake in the price of the car was made in that it was to 
be sold for $1,500. Is Baily entitled to insist on delivery of the car for $1,000, 
and to sue for breach of contract on refusal ?
T a x a t io n
1. What are the provisions in the United States Constitution relating to taxation ?
2. (a) What is the object of rules of evidence in all court or Board of Tax Appeals
hearings ?
(b) What is general rule respecting the admission of evidence?
3. In June 1922 Jones subscribed for 10 shares of installment stock in the Filmore
Building and Loan Association, under the customary plan of nearly all 
building and loan associations. This stock matured in 1932, and the amount 
credited to Jones in that year in excess of the amounts paid in by him has 
been treated as income for 1932, under the Federal income tax law. Is this 
correct? Explain.
M is c e l l a n e o u s
1. (a) Is the United States Constitution a limitation or grant of powers ?
(b) What enables the courts to determine if a law enacted by Congress is uncon­
stitutional ?
2. (a) What is statutory law?
(b) What is “Common Law” ?
(c) What part of our law is unwritten law ?
3. (a) What is Equity? Give examples of matters adjudicated by courts of equity. 
(b) What is the function of an injunction?
4. (a) What is an easement?
(b) What besides land is included as realty?
(c) What is the effect of not recording a mortgage? 
5. What is a nuisance, remediable by suit at law ? Name examples.
6. Distinguish and briefly define libel and slander.
7. In what ways, if any, can a common carrier limit its liability in respect of
shipments ?
8. Generally, in what order do claims for debts against property of a person dying
intestate have preference ?
E c o n o m i c s  a n d  P u b l i c  F i n a n c e
QUESTION 1.
The subject matter of political economy is buying and selling. Aristotle, some­
times contributing under the heading “Politics,” again “Ethics,” and often “Eco­
nomics,” gave many of our earliest definitions. For instance, he said, “By property 
we mean everything of which the value is measured by money.” Again, referring to 
a proper boundary line which may be drawn between economy and morals, he said, 
“Whenever there is no agreement made about the service performed, those who con­
fer a favor freely for the sake of the persons on whom they confer it, cannot com­
plain ; for the value of it is not measured by money, and no equivalent price can be 
paid.” Referring to money, he said, “Money, therefore, as a measure, by making 
things commensurable, equalizes them; for there could be no commerce without 
exchange, no exchange without equality, and no equality without the possibility of 
being commensurate.” Discuss these statements in the light of present-day economic 
theories.
1936 T H E  C ER T IFIE D  PU BLIC  ACCOUNTANT 683
QUESTION 2.
Explain the economic theories underlying the processing taxes which were de­
clared unconstitutional by the Supreme Court.
QUESTION 3.
Sully, the finance minister of the French king, Henry IV, believed that “the 
debts of the State should be managed just like those of an individual, that is to say, 
paid off in the shortest practicable time.” He also believed that “the ways of letting 
money out of the treasury are quite as important as the ways of getting it in,” and 
was probably the first official to lay down the maxim that “specific parts of the 
revenue should be rigidly applied to specific parts of the expenses.” Discuss these 
statements from the standpoint of present-day economic theories.
QUESTION 4.
From an economic standpoint what differences would be noted in the two state­
ments : (1) that a country was suffering from over-production, or, (2) that a country 
was suffering from under-consumption?
QUESTION 5.
Ulpian, referring to a term which can be used to express the sum of all valuable 
things, said, “That is property which can be bought and sold,” which definition is 
broad enough to include commodities, services, and claims, those being the three 
things which can be bought and sold. Give an illustration of each of the possible 
types of exchange which may be made.
QUESTION 6.
Discuss the suggested tax on undistributed corporate earnings, presenting both 
sides of the question.
QUESTION 7.
Explain the law of Market Value.
QUESTION 8.
Discuss the economic theory of the present tendency in industry to decentralize, 
using Ford and General Motors plans as a basis for the discussion.
QUESTION 9.
Outline the differences betewen the terms “utility” and “value.”
QUESTION 10.
Explain the differences in economic theories of the two methods of labor 
organization as championed by Messrs. Green and Lewis.
QUESTION 11.
Explain the economic theory of what is usually referred to as “reciprocal buy­
ing” as practiced in the business world.
QUESTION 12.
Eliminating the human element in the situation, explain the differences in the 
economic theories by which the Federal Government is endeavoring to care for the 
needs of its citizens growing out of the conditions in connection with and following 
the depression.
QUESTION 13.
What are three essential elements in production and give illustrations as to the 
part which each plays in the process ?
QUESTION 14.
Enumerate the points commonly advanced for and against a general sales tax.
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Debits and Credits
No N ew  Utah C. P. A ’s for the Time Being.
No accretions to the membership of the 
State Association are in sight for the next 
six months in view of the fact that none of 
the candidates sitting for the May examina­
tion received a certificate. To accomplish its 
purpose, the profession must have healthy 
growth; to grow it must add periodically 
younger men of ability with new ideas or at 
least with sufficient ambition to carry on the 
already established tenets of leading practi­
tioners of the profession. There is some 
consolation, however, insofar as the State 
Association is concerned, in the fact that 
the examination questions submitted in May 
were not hard, and that they represented in 
the whole a fair test on the minimum of 
technical training that a candidate should 
have to qualify for a license in public ac­
counting work.
When All Is Done
When all is done, and my last word is said, 
And ye who loved me murmur, “He is 
dead,”
Let no one weep, for fear that I should 
know
And sorrow, too, that ye should sorrow so. 
When all is done, and in the oozing clay 
Ye lay this cast-off hull of mine away,
Pray not for me, for, after long despair, 
The quiet of the grave will be a prayer.
For I have suffered loss and grievous pain, 
The hurts of hatred and the world’s disdain, 
And wounds so deep that love well tried and 
pure,
Had not the power to ease them or to cure.
When all is done, say not my day is o’er, 
And that through night I seek a dimmer 
shore.
Say rather that my morn has just begun—
I greet the dawn and not the setting sun, 
When all is done.
—Paul Laurence Dunbar.
S T A T E  S O C I E T Y  N E W S
CALIFORNIA
A meeting of the Los Angeles Chapter of 
the California State Society was held on 
Monday evening, November 9, 1936 at the 
Los Angeles Athletic Club.
Dana Latham, attorney at law, spoke on 
“Tax on Undistributed Profits under the 
Revenue Act of 1936.”
A meeting of the Los Angeles Chapter 
of the California State Society of Certified 
Public Accountants was held on Monday 
evening, October 12, at the Los Angeles 
Athletic Club.
James Mussatti, Executive Secretary of 
the California Taxpayers’ Association, 
spoke on “Taxation in California.”
GEORGIA 
The Georgia Society of Certified Public 
Accountants held a special dinner meeting
on Wednesday evening, September 2, in 
honor of Norman Cann, a member of the 
society. Mr. Cann, who for a number of 
years has been Internal Revenue Agent at 
Atlanta, is being transferred to Washington 
and the meeting was, to quote the Bulletin 
of the Georgia Society, “for the purpose 
of expressing our high regard for Norman 
and our appreciation of his untiring efforts 
and unusual accomplishments for the ben­
efit of our Society.”
After an evening of good fellowship the 
society presented Mr. Cann with a hand­
some Hamilton wrist watch as a parting 
gift.
KANSAS
At a meeting of the Kansas Society of 
Certified Public Accountants held on Sep­
tember 11, 1936, the following officers were 
elected: President, Irvin L. Morgan of
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W ichita; Vice-President, Cliff C. Stevenson 
of Pittsburg; Secretary-Treasurer, M. J. 
Kennedy of Salina; Directors, Stanley 
Spurrier of Wichita and J. D. M. Crockett 
of Kansas City, Missouri.
MARYLAND 
A regular monthly meeting of the Mary­
land Association of Certified Public Ac­
countants was held at the Emerson Hotel, 
Baltimore, on the evening of October 13, 
1936.
Following dinner, Charles W. Smith, a 
member of the association, formerly Chief 
Auditor of the Public Service Commission 
of Maryland and now Chief Accountant of 
the Federal Power Commission, addressed 
the meeting on the subject of “Reacquired 
Securities.”
The new officers for the year 1936-1937 
are: President, Edward G. Shipley; Vice- 
President, Harold N. House; Secretary, 
James L. Benson; Treasurer, Carroll F. 
Davis.
The annual joint banquet of the Mary­
land Association of Certified Public Ac­
countants, the Baltimore Chapter of the Na­
tional Association of Cost Accountants, the 
Baltimore Association of Credit Men and 
the Baltimore Group of Comptrollers, was 
held at the Emerson Hotel, Baltimore, on 
the evening of November 17, 1936. Hon­
orable Harry W. Nice, Governor of Mary­
land, and Honorable Howard W. Jackson, 
Mayor of the city of Baltimore, were guests 
of honor.
William R. Williamson, Assistant Direc­
tor of the Bureau of Old Age Benefits, 
Social Security Board, delivered an address 
on the Social Security Act.
MASSACHUSETTS 
A meeting of the Massachusetts Society 
of Certified Public Accountants was held on 
Monday evening, November 23, at Hotel 
Bancroft, Worcester.
Charles C. Kimball, Assistant Vice-Presi­
dent, Merchants National Bank, Boston, 
spoke on the subject of “Accountants’ Re­
ports.” Charles F. Rittenhouse, a past- 
president of the Massachusetts Society and 
newly elected vice-president of the Ameri­
can Institute of Accountants, reported on 
the Dallas convention of the Institute.
MICHIGAN
The Michigan Association of Certified 
Public Accountants issued a Directory of 
Members as of August, 1936.
Recently elected officers of the Central 
Chapter of the Michigan Association of 
Certified Public Accountants a re : Presi­
dent, David W. Sutherland; Vice-President, 
Ray C. Lynn; Secretary-Treasurer, Edwin 
M. Stanton; Auditor, Lyle D. H epfer; Di­
rectors, Roy T. Kaywood and Max D. 
Harris.
Officers of the Western Chapter are: 
President, Joseph H. Hummel; Vice-Presi­
dent, C. Samuel McEwan; Secretary, 
Thomas P. Minshull; Treasurer, Wesley 
DeLong; Auditor, Roy E. Weaver.
M INNESOTA
The Minnesota Society of Certified Pub­
lic Accountants, as is its custom each year, 
held a meeting in Duluth on August 28, 
1936.
Golf was played at the Northland Coun­
try Club. In the evening there was dinner 
and entertainment.
NEW  JERSEY
A regular meeting of the New Jersey 
Society of Certified Public Accountants was 
held at the Downtown Club, Newark, on 
October 14, 1936. The meeting was a recep­
tion to Honorable Harold G. Hoffman, Gov­
ernor of New Jersey.
Successful candidates at the May, 1936, 
C. P. A. examinations were invited to at­
tend the meeting as guests of the society. 
James F. Hughes, president of the New 
Jersey State Board of Accountancy, ad­
dressed the candidates and George H. 
Kingsley, Secretary of the Board, presented 
them with their C. P. A. certificates.
William R. Donaldson spoke on “Con­
trolling Municipal Budgets,” and Governor 
Hoffman addressed the meeting on “New 
Jersey’s Fiscal Policies.”
NEW  YORK
A joint meeting of the Buffalo and Syra­
cuse Chapters of the New York State So­
ciety of Certified Public Accountants was 
held at the Rochester Chamber of Com­
merce on November 18, 1936.
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John T. Madden, Dean of the School of 
Commerce, Accounts and Finance of New 
York University, addressed the meeting on 
“The Revenue Act of 1936 and the Prob­
lems It Presents to Executives.”
Dr. Joseph J. Klein and Franklin C. Ellis 
of New York City, spoke on specific prob­
lems of the 1936 Revenue Act.
NORTH CAROLINA
The North Carolina Association of Cer­
tified Public Accountants held a tax and 
accounting clinic in Charlotte on September 
19, 1936.
George H. Emery was in charge of the 
program, which was an all-day affair. O. N. 
Hutchinson, of Charlotte, spoke on “Wind­
fall Taxes” ; Leslie A. Heath of Charlotte, 
spoke on “AAA Refunds” ; Louis A. Sear­
son, of Columbia, S. C., talked on “Promis­
cuous Auditing of Public Accounts” ; Frank 
P. Buck and Thos. P. Zum Brunnen, both 
of Salisbury, discussed the 1936 Revenue 
A ct; Wm. E. Stevens, of Lenoir, had as his 
subject the Federal Social Security Act; 
and George H. Emery, of Statesville, spoke 
on South Carolina Payroll Taxes.
OHIO
The annual meeting of the Ohio Society 
of Certified Public Accountants was held 
in Cleveland at the Pine Ridge Country 
Club October 1, 2 and 3. It was marked by 
the largest attendance of any previous meet­
ing of the society.
The golf tournament which occupied two 
afternoons, resulted in the Ohio Society 
Golf trophy going to the Youngstown team, 
composed of Messrs. Collins, Mateer, Ikirt 
and Packer.
Carman G. Blough, C.P.A., Chief Ac­
countant, Securities and Exchange Com­
mission, Washington, D. C., spoke on “The 
Relationship of the Securities and Exchange 
Commission to the Accountant” ; John L. 
Carey, Secretary of the American Institute 
of Accountants, talked on “The Place One 
National Organization Holds in the Profes­
sion” ; D. S. Hunter of Cleveland discussed 
the Robinson-Patman Law and Arnold R. 
Baar discussed the Revenue Act of 1936; 
Professor W. W. Dawson, LL.B., of West­
ern Reserve University, presented an un­
usual paper on “The Application of Prin­
ciples of Cost Accounting in Labor Arbitra­
tion Cases,” and Thomas J. Dolan of To­
ledo, spoke on “The Valuation of Tangible 
Personal Property for Taxation.”
Officers and directors elected were: Presi­
dent, Vernon J. Moore of Cleveland; Vice- 
President, Homer L. Dalton of Toledo; 
Secretary-Treasurer, Harry W. Cuthbert­
son of Dayton; Directors, Berl G. Graham 
of Cincinnati, Leonard Park of Cleveland, 
Jacob B. Taylor of Columbus and Thomas 
J. Dolan of Toledo.
OREGON 
The November meeting of the Oregon 
State Society of Certified Public Account­
ants was held on Tuesday evening, Novem­
ber 10, at the Benson Hotel, Portland.
Social Security Legislation was the main 
topic of discussion. Mr. Otto Hartwig, Di­
rector of Public Relations, State Unemploy­
ment Compensation Commission, spoke on 
unemployment compensation and Mr. Rich­
ard Neustadt, Regional Director of the So­
cial Security Board, spoke from the Federal 
viewpoint with particular reference to the 
Old-Age Benefits or Annuities.
Candidates at the fall C.P.A. examination 
were especially invited to attend.
The October meeting of the Oregon State 
Society of Certified Public Accountants 
was held in the Tyrolean Room of the Ben­
son Hotel, Portland, on Wednesday eve­
ning, October 14, 1936.
The speaker of the evening was D. T. 
Nelson, formerly Portland manager of the 
International Business Machines Corpora­
tion and now with Haskins & Sells. He had 
an assistant to operate the various machines 
necessary to illustrate the principles of ma­
chine accounting which he discussed.
PENNSYLVANIA 
The Philadelphia Chapter of the Penn­
sylvania Institute of Certified Public Ac­
countants held its first meeting of the season 
on September 16, 1936. The speaker of the 
evening was Dr. George K. McCabe, Acting 
Head of the Department of Economics, 
Catholic University, Washington, D. C.
Officers and members of the executive 
committee of the Philadelphia Chapter were 
recent guests of Chairman Karl Fischer 
aboard his yacht, the “Mirage.”
1936 T H E  C ER T IFIE D  PUBLIC ACCOUNTANT 687
A meeting of the Philadelphia Chapter of 
the Pennsylvania Institute of Certified Pub­
lic Accountants was held at the Manufac­
turers and Bankers Club on Thursday 
evening, October 22, 1936.
Chari H. Chatters, Executive Director of 
the Municipal Finance Officers’ Association 
of the United States and Canada, spoke on 
the subject of “Making Municipal Ac­
counting Worth While.”
TEN NESSEE 
Officers elected at the recent annual meet­
ing of the Tennessee Society of Certified 
Public Accountants are as follows: Presi­
dent, Hoskins Van Hooser of Chattanooga; 
Vice-President, N. H. Craig of Knoxville; 
Secretary, E. P. Scales, Jr., of Nashville; 
Treasurer, A. L. Yancy of Memphis.
TEXAS
The twenty-first annual convention of the 
Texas Society of Certified Public Account­
ants was held at the Baker Hotel, Dallas, on 
October 21, 1936.
In view of the fact that the Texas Society 
was host to the annual conventions of the 
American Institute of Accountants and The 
American Society of Certified Public Ac­
countants, it was deemed advisable to limit 
the annual meeting to business matters 
only.
Following reports of officers and commit­
tee chairmen, officers and directors for the 
ensuing year were elected as follows: 
President, H. T. Nelson of Dallas; Vice- 
President, T. W. Mohle of Houston; Secre­
tary-Treasurer, C. F. Milledge of Houston. 
Directors: First District, Joseph C. H arris; 
Second District, Walter C. Burer; Third 
District, Clifton H. Morris; Fourth Dis­
trict, C. H. Sparenberg; Fifth District, 
Leon O. Lewis; Sixth District, H. V. Rob­
ertson ; Seventh District, P. W. Pogson.
The Houston Chapter of the Texas Soci­
ety of Certified Public Accountants held a 
dinner meeting at the Houston Club on Sep­
tember 17, 1936.
The meeting was presided over by Chair­
man Walter Burer. F. G. Rodgers, presi­
dent of the Texas Society, came from San 
Antonio for the meeting. He spoke briefly 
regarding some of the activities of the soci­
ety and stated that greater interest than ever
before was being shown in the various chap­
ters throughout the State. T. W. Leland of 
A. & M. College, past-president of the soci­
ety, and George Armistead, of Houston, 
past-president of the American Institute of 
Accountants, were also present.
The speaker of the evening was J. A. 
Phillips, who discussed “New Provisions 
of the Revenue Act of 1936.”
A dinner meeting of the Houston Chap­
ter was held at the Houston Club on the 
evening of October 8, 1936.
N. O. Richardson of Beaumont, talked 
on the subject of “Professional Ethics.”
C. F. Milledge discussed the program of 
the meetings of the national organizations 
at Dallas and Fort Worth.
UTAH
George Price Ellis, C.P.A., of Chicago, 
and former president of The American So­
ciety of Certified Public Accountants, ad­
dressed the members of the Utah Associa­
tion of Certified Public Accountants at a 
luncheon meeting at the Hotel Utah on July 
22, 1936. Mr. Ellis spoke informally and 
his remarks centered around the proposed 
merger of the two national organizations.
VIRGINIA
The fall meeting of the Virginia Society 
of Public Accountants was held at the John 
Marshall Hotel, Richmond, on September 
12, 1936. The following officers and direc­
tors were elected for the ensuing year: 
President, Hugh L. Dickerson of Rich­
mond; Vice-President, Emmett P. Dallas 
of Norfolk; Secretary-Treasurer, R. L. 
Persinger of Covington; Directors, Wythe
D. Anderson of Richmond, S. B. Hoover 
of Harrisonburg, J. A. D. Parrish of Nor­
folk, and James A. Rennie of Richmond.
W ISCONSIN
The fall meeting of the Wisconsin Soci­
ety of Certified Public Accountants was 
held on October 2, 1936, at the University 
of Wisconsin, Madison.
The meeting was called to order at 10:30 
A. M. by President Carl E. Dietze. Arthur
E. Wegner, C.P.A., of the Wisconsin In­
dustrial Commission, spoke on “Unemploy­
ment Insurance Problems,” following which 
there was open discussion.
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At noon luncheon was served in the Old 
Madison Room, Wisconsin Union. Profes­
sor Philip G. Fox spoke on “Professional 
Ethics.”
In the afternoon Fred C. Kellogg spoke 
on “Some Accounting Aspects of Bank 
Supervision” ; G. Fred Brewer of Chicago, 
discussed “The Effect of the Securities and 
Exchange Commission on Accounting 
Problems” ; Malcolm K. Whyte and Profes­
sor Donald R. Fellows discussed the Robin­
son-Patman Act, following which there was 
a discussion of Wisconsin accounting prob­
lems.
Dinner was served at Tripp Commons. 
Wisconsin Union, at which time members 
were greeted by Glenn Frank, President of 
the University. Howard C. Greer, C.P.A., 
First Vice-President of the American Ac­
counting Association, was the speaker of 
the evening and had for his subject “The 
Future of Accountancy.”
Q u e s t i o n s  and A n s w e r s  D e p a r t m e n t
E d ito r , S t e p h e n  G i lm a n , C.P.A., Educational Director 
International Accountants Society, Inc.
Solution to problem 2 of the May, 1936, Examination Service of The American 
Society of Certified Public Accountants, published on pages 501-503 of the August,
1936, issue.
The first step in the solution of this problem is to prepare a schedule showing 
the increase or decrease in the working capital, the working capital being the differ­
ence between current assets and current liabilities, for this purpose the deferred 
charges being regarded as current assets. An increase in working capital is shown. 
See statement following the Statement of Application of Funds.
As this information is taken from the Comparative Balance Sheets the items 
may be checked. After all of these items comprising the working capital are checked 
the candidate will have certain items unchecked. It would help considerably in the 
further solution of the problem to indicate on the margin of the problem itself the 
increases or decreases in these unchecked items. That portion of the Comparative 
Balance Sheet will then appear as follows:
Dec. 31 Dec. 31
Investments in : 1934 1935 Increase Decrease
Affiliated Companies......................  $ 4,000 $ 3,500 $ 500
Outside Companies........................  52,000 72,000 $20,000
Fixed Assets:
L a n d .................................................. 60,000 80,000 20,000
Buildings..........................................  90,000 125,000 35,000
Machinery and Equipment............  70,000 95,000 25,000
Less—Reserve for Depreciation. . . 81,000* 100,000* 19,000
Unamortized Bond Discount..............  1,000 3,000 2,000
Bonds Payable ....................................  100,000 175,000 75,000
Capital S tock........................................  90,000 100,000 10,000
Capital Surplus....................................  30,000 49,500 19,500
Earned S u rp lu s ..................................  35,900 27,750 8,150
*Deduction.
The candidate may now begin to prepare the main statement of the problem, the 
Statement of Application of Funds for the year ending December 31, 1935.
The information for the investments, fixed assets, etc., as shown on the margin 
of the problem itself may be used in “checking out” the supplementary data furnished.
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For example, the first item shows a decrease of $500 in the investments in 
affiliated companies. This may be checked off against the item of $500 in the analysis 
of capital surplus.
The second item shows an increase in investments in outside companies amount­
ing to $20,000. A journal entry in the supplementary data shows a decrease of $10,­
000 on account of a sale of investments in outside companies. Hence, the gross 
increase in this item is $30,000 which for the purpose of this problem is assumed to 
result from a purchase of investments in outside companies.
The increase of $20,000 in the book value of land is accounted for by an appraisal 
increase in the land as indicated in the analysis of capital surplus.
The figures show an increase of $35,000 in the Buildings Account but a general 
entry in the supplementary data records a sale of buildings, a decrease of $2,000. 
Hence, the gross increase is $37,000, which is assumed to have been a purchase 
during the year.
The same principle and reasoning may be applied to other items and in that 
way the correctness of the solution may be checked as the Statement of Application 
of Funds is built up.
The solution that would be presented to the examiners follows:
Prince Manufacturing Company 
STATEM ENT OF APPLICATION OF FUNDS 
for the year ending December 31, 1935
Funds Provided:
From Net Income for the year..............................................  $ 9,550
From Depreciation charged against profits during year :
Buildings ............................................................................... $ 9,000
M achinery............................................................................  10,500 19,500
From Charges against profits represented by expenditures 
of other years:
Bond Discount Amortized..................................................  $ 100
Loss on Sale of Capital Assets..........................................  200 300
From Sales of Assets:
Investments in Outside Companies..................................  $10,300
Building................................................................................ 1,300 11,600
From Sale of Company’s Securities:
Bonds (face value $75,000 less discount $2,100)..........  $72,900
Capital Stock (at par value)..............................................  10,000 82,900
T o ta l.................................................................................. $123,850
Applied as Follows:
To Purchase of Investments in Outside Companies..........  $ 30,000
To Purchase of Fixed Assets:
Buildings..............................................................................  $37,000
Machinery and Equipment..................................................  25,000 62,000
To Payment of Dividends......................................................  18,000
To Increase in Working Capital............................................  13,850
T o ta l.................................................................................. $123,850
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Increase in Working Capital
Current Assets
C ash ...................... ..............................
Receivables:
Accounts Receivable....................
Notes Receivable..........................
Due from Affiliated Companies. . . 
Reserve for Doubtful Receivables 
Inventories:
Materials and Supplies..................
Raw M aterials........ ......................
Goods in Process......................
Finished Merchandise . . . . ..........
Dec. 31 Dec. 31
1934 1935 Increase Decrease 
$ 8,000 $ 6,000 $ 2,000
20,000 25,000 $ 5,000
9,000 6,000 3,000
8,500 7,000 1,500
2,500* 2,800* 300
2,000 2,500 500
12,000 11,000 1,000
15,000 14,500 500
20,000 21,500 1,500
Deferred Charges
Unexpired Insurance ............................ .. 500 250 250
Prepaid Royalties..........................................  5,000 8,500 3,500
T o ta ls .................................................. $97,500 $99,450 $10,500 $ 8,550
8,550
Increase in Current Assets..........................  $ 1,950
Current Liabilities
Accounts Payable............................ .............. $18,000 $14,000 $ 4,000
Notes P ayab le ..............................................  10,000 9,000 1,000
Bank Loans ..................................................  5,000 5,000
Accrued T ax e s ..............................................  4,000 2,000 2,000
Accrued In te re s t..........................................  600 700 $ 100
T ota ls..................................................  $37,600 $25,700 $ 100 $12,000
100
Decrease in Current Liabilities........ .. $11,900
*Deductions.
Summary
Increase in Current Assets. ..................... $ 1,950
Decrease in Current Liabilities................  11,900
Increase in Working Capital..........  $13,850
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Announcements
J. Andrew Crafts and Wilmer D. Zirkle, 
Certified Public Accountants, formerly of 
the respective firms of Crafts & Volk and 
Block and Zirkle, announce the formation 
of a partnership under the firm name of 
Crafts & Zirkle, Certified Public Account­
ants, with offices at 52 William Street, New 
York City.
Fleisher, Fernald & Company, Certified 
Public Accountants, announce the removal 
of their offices to 1737 Chestnut Street, 
Philadelphia, Pa.
U. A. Morton and E. W. Gottenstrater, 
Certified Public Accountants, announce the 
formation of a partnership to engage in 
the general practice of public accounting 
under the firm name of Morton & Gotten­
strater, 745-747 Hurt Building, Atlanta, 
Georgia. They also announce that they will 
act as correspondents for Touche, Niven & 
Co., 80 Maiden Lane, New York City.
Winkelman and Davis, Accountant and 
Auditors, are now located at 1615 Sterling 
Building, Houston, Texas.
Preston D. Orem, Attorney at Law and 
C.P.A., announces that he is engaged in 
the general practice of law and public ac­
counting at 302 Insurance Exchange Build­
ing, 318 West Ninth Street, Los Angeles, 
California.
Note
Our supply of the August, 1932 issue of 
T h e  C e r t i f i e d  P u b l i c  A c c o u n t a n t  is 
exhausted. If any one has an extra copy 
we would be glad to receive it.
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of T h e  C e r t i f i e d  P u b l i c  A c c o u n t a n t  for book 
review.
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tions, and net pay for any period. In fact, 
much of the needed earnings and deduc­
tions information can be obtained as a by­
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how they can be applied to your problem. 
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O N E of the interesting features of the course in Accounting offered 
by the International Accountants Society, Inc., is its wide range of 
selectivity, which affords the student specialized instruction.
The chart shows how the student can select more than one-half his 
lessons to cover subjects pertaining to work in which he is most in­
terested.
This elective feature enables the student to progress directly to a 
specific goal. A fter attaining his goal, he can broaden his knowledge 
by proceeding with the study of the remaining subjects.
Upon request, we will gladly mail our booklet, "How to Learn 
Accounting,” to anyone who is interested in obtaining full informa­
tion regarding I A S . training. Address the International Account­
ants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.
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Related State Legislation
i
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write, cross-calculate and accumulate in a single op­
eration the figures and other information required 
by the new legislation and needed by employers for 
effective administrative control. Underwood Elliott 
Fisher is prepared to cooper­
ate in meeting all of the ac­
Underwood Elliott Fisher
counting requirements of the Federal Social Security 
Act and Related State Legislation. For further in­
formation on this important subject, just mail the 
coupon. No obligation to you.
Underwood Elliott Fisher makes three distinct types 
of accounting machines with a wide variety of mod­
els in each. It maintains an organization qualified to 
assist all industry in using them at their highest peak 
of efficiency. Every Underwood Elliott Fisher Ma­
chine is backed by nation-wide, company-owned 
service facilities.
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— H e n r y  W a r d  B e e c h e r .
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G O O D W I L L
by H a r r y  M. J a y ,  C.P.A.
GO O D W ILL is th a t  in tangib le, elusive som ething of questionable, even undeterm inable, value w ith which a ll certified public account­
an ts  have had  experience and  which is so often the cause of dispute.
A nother kind of Goodwill— Benevolence, charity , kindness, patience, 
tolerance, fairness, confidence, liberality , cordiality , sincerity , affection, 
bro therly  love, good in ten tion , the age old “Golden Rule,” and a dispo­
sition to p u t the best construction  on the words and  actions of others, 
all w rapped in  one package. W ith  th is  goodwill applied  in  the rig h t 
sp irit, few d isputes w ill arise.
W ith  goodwill one m ay reach the pinnacles of success and w ithout it 
sink to the depths of failure. He who leaves the realm  of m ortals w ith 
the goodwill of his fellow m en leaves a priceless heritage of fa r  g rea ter 
value th an  he who leaves m illions. One m ay count his coin and value 
his assets bu t none can set a price on goodwill.
Every  one should have ideas and  opinions of his own and hold ten a ­
ciously to his well though t ou t convictions but, a t  the  same time, be 
open m inded enough to consider the views of ano ther and  g ran t to him  
the privelege he claim s for him self, th a t  of free thought. One may 
forcibly argue his position  and  still, in  goodwill, adm it the rig h t of an ­
other to a d ifferen t opinion.
The members of the  consolidated A m erican Society of Certified Public  
A ccountants and  the  A m erican In s titu te  of A ccountants now have two 
questions before them  in  which “Goodw ill” p lays an  im p o rtan t part.
The first question is the  nam e of the organization.
I favor the inclusion of “Certified P ub lic” in  the  nam e because:
“Certified Pub lic  A ccoun tan t” is the  S ta te-g ran ted  title  by which we 
are  known.
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Only those certified m ay now jo in  the  organization. O m itting i t  from  
the nam e leaves the  laym en to in fer th a t  any accoun tan t m ay be a 
mem ber and  places us, in  th e ir  m inds, in  a class w ith those who are  
no t certified.
The T reasury  D epartm en t and  o ther governm ental divisions make a 
d istinction  betw een accountan ts who are  certified and  those who are  
not. The B oard of Tax A ppeals does not p erm it accoun tan ts who are  
no t certified to p rac tice  before it. The newly created  B oard  of Review 
on processing taxes specifies certified in  its  app lication  for perm ission 
to appear before it.
W e have the  title , le t’s no t hide i t  b u t proclaim  i t  to the  world.
The second question is the  p lan  of election of the  governing body 
known as the  Council and  is in  two sections.
The firs t section provides for fo rty  m em bers of the  Council from  d is­
tr ic ts  and  twelve m em bers a t  large. F o rty  m em bers from  d istric ts  to  be 
nom inated and  elected by the m em bers resident in  the  respective d is­
tric ts , the  twelve m em bers a t  large  to  be nom inated by a com m ittee and 
elected by the  en tire  m em bership p resen t a t  an  annual m eeting.
I  recom mend th is  p lan  because:
The m ajo rity  of th e  Council m em bers w ill be the  choice of the  mem­
bers they represent. The d is tr ic t  represen ta tive  w ill be from  the  d is­
tr ic t  and  fam iliar w ith  the  conditions therein , the  in te rests  of the mem­
bers in  his d is tr ic t w ill be his in terest.
I t  gives the  m em bers a  fa ir  represen tation .
I t  avoids control by groups.
I t  is pu re  democracy, self governm ent and  d is tr ic t rights. I t  is the 
p lan  unanim ously  recom m ended by the A dvisory Council of the S ta te  
Society P residents.
I t  is n o t an experim ent as the  election of m em bers by d is tr ic ts  follows, 
in  general, our na tio n a l governm ental set-up under which elections 
have been held for years and  in  some form  is u tilized  by all o ther n a ­
tional professional organizations. There is no danger of confusion or 
of a  m ultip lic ity  of m ethods of election if the  p lan  is a d o p te d ; the  m an­
ner of election in  the  several d istr ic ts  can be sim ple and  uniform .
The second section of th is question clouds the issue. The p rinc ipal d if­
ference in  the  two p lans is the  to ta l num ber of m em bers of the  Council 
and  the num ber to  be elected by d istric ts. I f  ne ither p lan  receives the  
necessary m ajo rity  of the  en tire  m em bership neither p lan  w ill ca rry  and 
the  old p lan  of selection of nominees for the Council by a com m ittee w ill 
rem ain  in  effect. In  o rder to insure  a  positive vote the  second section 
should be ignored and  the issue placed squarely  on w hether the members 
w an t d is tr ic t rep resen ta tion  on the 40-12 p lan  as recom m ended by the 
S ta te  societies or w hether they p refer to continue under the  com m ittee 
selection p lan  as i t  has been.
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I f  you w an t to  say who shall be the represen ta tive  for your d istric t 
vote for the  40-12 plan.
Feeling sure  th a t  the  nam e should include “Certified P ub lic” and  th a t 
the forty-twelve p lan  fo r the  Council is best for the fu tu re  w elfare and 
progress of the  organization, I  urge th a t you vote Y E S on these two 
questions.
I f  anyone has voted and  desires to change he m ay recall his ballo t and 
request a new one.
If, a fte r  careful consideration, you do no t agree w ith  the  views here­
w ith  set fo rth  vote as you th ink  best bu t be sure  to vote so th a t the  resu lt 
w ill be so decisive as to m ake certain  th a t the w ill of the m ajo rity  of the 
members has been expressed.
W e ta lk  of ethics and  ru les of professional conduct and  w rite  them  
“sha ll” or “shall no t,” b u t no code could be b e tte r  th an  the “Golden 
R ule” and  “Goodwill.”
A ll glory to H IM  who tau g h t— “Peace on ea rth — Goodwill to m en.” 
M erry C hristm as and Goodwill for the  New Year.
A u  R e v o i r
BUT no t good-by. W ith  th is  issue the E d ito r brings to  a  close his official connection as such w ith T h e  C e r t i f i e d  P u b l i c  A c c o u n t a n t .  
D uring  its  first five years he con tribu ted  m ore in  ac tua l wordage to its  
m onthly contents th an  he has since assum ing the  editorship.
I t  has been an  in te resting  period th rough  which the  accounting p ro ­
fession has been passing. H e has been perm itted  to  know personally  
all of i ts  leaders. F eb ruary , next, he w ill celebrate the  fiftieth  ann i­
versary  of his firs t out-of-S tate engagem ent, an  au d it exam ination of 
a Chicago concern for a  M ichigan client. A t th a t  tim e there  were re la ­
tively few indiv iduals who even adm itted  they were accounting p ra c ti­
tioners.
I t  has been his privilege to  be a member of every accounting o rgan i­
zation to which he was eligible, both p rac titio n er and  educational. H is 
views as to o rganization  problem s have never been considered orthodox 
by those who have assum ed to  be leaders in  the profession. H e has alw ays 
considered as m ost essential the  theory  th a t progress can only resu lt 
from change. A continued m anipu la tion  of tum blers in  a  safe m ay acci­
den tally  enable the  opera to r to stum ble on the correct com bination. H e 
believes th a t in  the  long run  those who take  the offside of a proposal 
render a  g rea te r service th an  those who m erely go along in peace and 
quietude and  alw ays agree w ith  those in  power.
H e leaves the editorsh ip , as well as the  secretarysh ip , w ith m ingled 
feelings of enjoym ent and  regret. He now en ters upon a  period in  life 
when he w ill no t feel obligated to do a p a rticu la r  th ing  a t a  given time. 
T hat is the  b rig h t side. He regrets th a t  the  solution to some serious
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problem s affecting the fu tu re  of the  profession has not yet been reached.
Time is ano ther essential elem ent in  progress. H e realizes, as he alw ays 
has, however, th a t  life  is m ade up of a series of compromises. I f  i t  was 
not for those who were w illing  to take  an  advanced position  and  w ait 
for the procession to catch up, the  profession w ould s till be not fa r  from 
the s ta r tin g  point. The recent decision of the W isconsin Suprem e C ourt 
on regu la to ry  accounting  legislation, p rin ted  elsewhere in  th is  issue, is 
a  g ratify ing  endorsem ent of the  advanced position  taken  by the profes­
sion in  M aryland in  1924.
As the official re la tionsh ip  is relinquished, the  ed ito r is looking fo r­
w ard w ith  p leasure to  the  fac t th a t he w ill have m ore tim e a t  his com­
m and to accept inv ita tions to meet w ith  accountants and to discuss more 
a t  leisure the professional problems. D uring  a t  least the  la s t ten  years 
his tim e has no t been his own and  some th ings he w ould like to have 
done have no t been possible under existing conditions. A fter Ja n u a ry  
1 he w ill hang up his hat, when he is in  W ashington, in  the  office of the 
L incoln Service C orporation, Suite  209, W oodw ard B uild ing, of which 
company he has been tre a su re r for some years w ith  a  com petent a ssis tan t 
doing all the  work. H e w ill alw ays have tim e to  spend w ith  accountants 
who m ay be in  the  city, as well as accept some very in te resting  inv itations 
th a t  have already  been extended him.
I t  w ould be im possible as well as im practicable to l is t those who have 
been of special service to the  profession by reason of the ir in te rest in  
T h e  C e r t i f i e d  P u b l i c  A c c o u n t a n t .  The profession often owes m ore to 
the  unheralded  ind iv iduals th an  i t  does to those who from  tim e to  tim e 
occupy the lim elight of official position. To all those, my thanks on be­
half of the  profession. To those who from  tim e to tim e have offered 
kind w ords w ith  regard  to e ither the general developm ent of the  m aga­
zine or special item s appearing  therein , my appreciation . To the en tire  
profession my g ra titu d e  for the  opportun ity  of service th rough  a period 
of years in  which a  profession has been born, has survived its  periods 
of youth  and  early  m anhood and  is now en tering  upon the m ost in te r­
esting phase of any  possible career, th a t  of m atu re  manhood.
In  p roportion  as each problem  is stud ied  from  the  s tandpo in t of a 
score of years hence, w ill depend its  fu tu re  greatness. I ts  past record 
is valuable only as its  m istakes a re  revealed. Personally , the  editor 
has confidence th a t  the  discussions of the p as t th ree  years which have 
resu lted  in  a  single na tiona l organization have been helpfu l in p resen t­
ing all sides of the  problem s involved. A ll view points m ust be recognized 
in a  single national professional group. No longer w ill one na tiona l or­
ganization  serve as a stim ulus to the  other. The stim u li m ust come from  
w ith in  and  m ust be furn ished  by active S ta te  organizations speaking 
th rough  the  A dvisory Council.
In  the  December issue of ten  years ago, under the heading,  “A Personal
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W ord,” the  E d ito r, following the custom  of ind iv iduals on assum ing an 
editorship, gave expression to several observations from  which the fol­
lowing two parag raphs are  quoted:
“ Ind iv idually , no m an’s efforts avail much. Collectively, a ll m en’s 
efforts a re  a ll availing. Collective effort is only possible following or 
coincident w ith  ind iv idual effort. Only the  m an who has never been 
assisted  by the efforts of others can afford  to flock by himself. Those 
who have been so assisted  realize the  value of cooperation. I f  a ll public 
accoun tan ts had  th rough  the  p ast years rendered no m ore service to 
the  cause th an  some have, accountancy w ould n o t have a professional 
s tand ing  today. I f  a ll had  rendered service equal to th a t  given by some, 
accountancy w ould have m ade g rea te r advancem ent in  the  professional 
field th an  i t  has.
“H ave you given such an  am ount of your tim e and  energy as m ight 
reasonably be expected? Some have done more. They need no urging. 
W ill you do the  th ing  for the  up-building of the  profession to  which you 
belong which you can do and  which perhaps no one else can do as well? 
E ach  m an m ust answ er for himself. I f  you w ill, in  the  language of a 
c u rren t phrase— Do I t  N o w .”
The E d ito r is no t signing off w ith  a  ‘good-by’ b u t ra th e r  w ith  a ‘so 
long’ un til.
S p e c ia l  N o t e s
If a member of The American Society and 
you have not sent in your “transfer blank,” 
you should do it immediately. Only 18 mem­
bers have notified the Secretary that they 
will not transfer. Over 600 were members 
of both Society and Institute. Over 1,500 
have either been transferred or are in proc­
ess. Less than a hundred remain unsettled.
For the first time a State supreme court 
has made a study of the relationships in­
volved in the public practice of accountancy. 
No longer is it merely necessary to consider 
the relation of client and accountant. With 
the increased use of accountant certificates 
as a basis for granting credit or expanding 
investments, the rights of the public must 
be protected and that can only be done by 
means of regulatory laws. The Wisconsin 
decision should be read by all.
Everyone should read the opinion in this 
issue given in the City Court of New York. 
The relation of accountancy practitioners 
to the practice of law is one that must be 
thoroughly understood by both accountants 
and lawyers. Under the present complicated 
business conditions, accountants need to 
know more law and lawyers need a better 
acquaintance with accounting principles. 
The average client needs his accountant to 
keep him out of trouble and his lawyer to 
get him out of trouble.
If you are a member of the Institute, 
either before or by transfer, and have not 
voted on the amendments covering ques­
tions of “Name” and “Council nomination 
and election,” you should make certain to 
express your views by your ballot. Respon­
sibility always accompanies opportunity. 
Both questions deserve a full vote.
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A c c o u n t a n t  R e f u s e d  R e c o v e r y  o n  
T a x  R e f u n d  C o n t r a c t *
Giving Opinion on Interpretation of Statute Held Practice of Law
AN accountant, who recommended to a  manufacturing company that it apply 
for tax refunds and received an agreement 
that he would be paid fifty per cent of any 
refunds obtained, cannot recover on this 
contract where the taxpayer proceeded 
through its own legal department and the 
accountant did no work, because he is 
practicing law without a license, according 
to the opinion of Judge Evans in the City 
Court of New York, Bronx County, handed 
down October 9, in the case of Mandel­
baum v. Gilbert & Barker Manufacturing 
Company, 290 N. Y. S. 462. The opinion 
is as follows:
“Plaintiff is an accountant, and, although 
not a certified public accountant, has the 
right, without being licensed by the state, 
to practice accountancy in this state. As 
such, he solicited the defendant for the 
privilege of representing it before the state 
tax commission of New York to try to 
obtain refunds of taxes paid by it, on the 
sale and installation of oil burners.
“The defendant had not thought of 
applying for tax refunds until the matter 
was brought to its attention by plaintiff. He 
informed defendant that, under the New 
York Retail Sales Tax Law (Tax Law, 
Sec. 390 et seq.), it should not have paid 
any taxes on oil burners sold by it, in inter­
state commerce, nor for oil burners sold 
under a lump sum contract for material 
and labor, and that installation charges 
were not taxable. The defendant agreed 
that plaintiff would receive 50 per cent of 
any refunds obtained.
“But, instead of allowing plaintiff to do 
whatever work was necessary to obtain re­
funds, defendant had the application for 
refunds prepared by its own legal depart­
ment and obtained the refunds, without any 
help from plaintiff.
*From December issue Unauthorized Practice 
News, a National Bar Program publication.
(1-2) Plaintiff brings this suit for 50 per 
cent of the refunds obtained. I hold that 
he cannot recover.
“First of all, plaintiff performed no 
work. All he did was to bring information 
to defendant, which amounted to nothing 
more or less than an opinion as to the 
meaning of a New York statute. Although 
defendant seems to have been uninformed 
about its right to a refund, the information 
was available to any one who consulted the 
statute, and the interpretation given to it 
by the New York state tax commission, in 
its decisions, on applications for refunds.
“If plaintiff is allowed to recover, then 
an accountant may practice law without a 
license. Any one who renders an opinion 
as to the proper interpretation of a statute, 
or gives information as to what judicial or 
quasi judicial tribunals are deciding, and 
receives pay for it, is, to that extent, prac­
ticing law. He not only practices law with­
out being duly licensed by the state, but he 
practices it with great freedom and license, 
for a lawyer may not solicit business, and 
an accountant may do so, without the 
penalty of discipline by the Appellate Divi­
sion.
“The question would be different if 
plaintiff had performed the work, before 
the state tax commission, if he had the 
right to practice before that tribunal. If 
such were the case, and he had obtained the 
refund, or helped to obtain it, then he 
might be able to recover on the contract.
“ (3) But no accountant, certified or not 
certified, may recover on a contract, ex­
press or implied, for rendering an opinion 
as to the law, the meaning of a statute, or 
the giving of information as to what judi­
cial or quasi judicial tribunals are deciding.
“ (4) While accountants may practice 
before quasi judicial tribunals, by permis­
sion, they may not practice law without 
being admitted to the bar.
“The complaint is therefore dismissed.”
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T h e  M i c h i g a n  C e l e b r a t i o n
NO a p o lo g ie s  are  o ffer e d  fo r  u t il iz in g  a la rg e  p o r tio n  o f  th is  la s t  is s u e  o f  T h e  
C e r t if ie d  P u b l ic  A c c o u n t a n t  u n d er  th e  
a u sp ice s  o f  T h e  A m e r ic a n  S o c ie ty  o f  C erti­
fied  P u b lic  A c c o u n ta n ts  in  r ec o rd in g  a fit­
t in g  c e leb ra tio n  o f  M ic h ig a n  a c co u n ta n c y  
a n n iv er sa r ie s .
Michigan has played a considerable part 
in the general development of accountancy. 
In the first year of the C. P. A. law 18 cer­
tificates were granted by examination, no 
waivers having been issued. Six who se­
cured them at that time have gone to their 
reward. O f the 12 living, 7 were present at 
the anniversary and those who could not be 
there had responded with their greetings. 
Four of that group have had official rela­
tionships with the accounting societies in 
other states, Norman W ebster in New 
York, Robert J. Bennett in Pennsylvania, 
Howard Beck and D. W. Springer in the 
District of Columbia.
The Michigan Association of Public Ac­
countants was one of the early members of 
the old Federation of Societies, being repre­
sented at the 1902 Washington meeting.
The Michigan Association of Certified 
Public Accountants was the first organiza­
tion to sponsor The American Society and 
has furnished the only members thereof who 
have attended every meeting which has been 
held.
As will be noted in the history appearing 
elsewhere, 1936 marks the 40th anniversary 
of the establishment of the first accountancy 
organization in Michigan, the 35th anniver­
sary of the organization’s incorporation 
under another name, the 30th anniversary 
of its amended articles when the first
C. P. A. law became effective and the 10th 
anniversary of the effective date of the pres­
ent Michigan regulatory law.
Four groups were specially recognized in 
connection with the celebration. (1) Those 
who received their C. P. A. certificates in 
1906. (2) The surviving members of the 
State Board of Accountancy.  (3) The sur­
viving past-presidents of the Michigan As­
sociation. (4) Representatives of other ac­
counting groups or groups with which ac­
countants have close contact.
Beginning at ten o’clock, Thursday 
morning, December 10, the old boys com­
menced to congregate and recount oldtime 
experiences.
The noon-day luncheon was presided 
over by Cletus M. Laux, vice-president of 
the Michigan Association. Messrs. Howard 
Beck, Robert Bennett, John Jerome, Harry 
Rupel, Durand Springer and Norman W eb­
ster of the 1906 group and J. Donald Ander­
son, who had been a member of the first 
incorporation, had then gone to Canada for 
a number of years where he secured his 
Chartered Accountant certificate, after 
which he returned to Detroit, were each 
asked to recall accounting experiences of 
the early days for the purpose of illustrating 
not only changed conditions which have de­
veloped but similarities in practice at that 
time with those the present-day accountants 
meet. A rthur Hulsapple arrived for the 
dinner meeting. John Carey, Secretary of 
the American Institute, was present and in­
troduced.
The ladies present were guests at a bridge 
luncheon.
The afternoon program was opened with 
a paper by Howard C. Beck of Washington, 
former Deputy Controller of Detroit, Mem­
ber President T aft’s Economy Commission, 
former Controller of Baltimore, Maryland, 
and a former president of the District of 
Columbia Institute, on “Governmental Ac­
counting and Financing.” The discussion 
was lead by William L. Stewart of Detroit.
The second speaker was Robert J. Ben­
nett of Philadelphia, secretary of the Penn­
sylvania Institute of Certified Public Ac­
countants and secretary of the Pennsylvania 
Board of Examiners, who presented a paper 
on “The Accounting Profession in Pennsyl­
vania.” The discussion was lead by Lau­
rence H. Fish of Benton Harbor.
The third paper was by Norman E. W eb­
ster of New York, former vice-president 
New York State Society and present chair­
man of the State Board of Examiners of 
New York, who discussed “Fundamental 
Requirements if Examinations and Quali­
fications Are to Approach the Ideal.” The 
discussion leader was Francis E. Ross of 
Ann Arbor.
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At seven o’clock 260 persons sat down to 
the Celebration Dinner. Entertainment was 
provided by Dell Delbridge’s Orchestra and 
the Ford Dixie Eight. The program con­
sisted of a number of short presentations 
with only one set address. Edward J. Barr, 
president of the Michigan Association, after 
welcoming all to the jubilee, presented
D. W. Springer, the only surviving mem­
ber of the first organization, as Toastmaster 
for the occasion. He gave a short history of 
Accountancy in Michigan and then intro­
duced several past-presidents, each of 
whom gave a three-minute report on the 
high lights in a five-year period. David 
Smith represented the period 1911-16, 
George R. Gibbs, 1916-21, Cyril N. Bullock, 
1921-26, Mervyn B. Walsh, 1926-31, and 
William B. Isenberg, 1931-36.
Representatives of other accounting or­
ganizations brought greetings; Norman 
Webster from the New York State Society, 
Robert Bennett from the Pennsylvania In ­
stitute, Howard Beck from the District of 
Columbia Institute and John Carey from 
the American Institute.
Alice E. Alexander, Commissioner of the 
Michigan Corporation and Securities Com­
mission, the State official with whom ac­
countants have more to do than with any 
other, brought greetings from the State 
government.
Roscoe O. Bonisteel, president of the 
State Bar of Michigan, was the speaker of 
the evening, outlining to the accountants the 
beneficial results which had come to the legal 
profession as the result of its administrative 
reorganization a year ago, and pointing out 
some suggestions as to ways in which a 
somewhat similar plan, properly adjusted to 
the needs of accountants, would be helpful 
to them.
Messrs. Lee McGinley, Howell Van 
Auken and Laurence H. Fish of the State 
Board of Accountancy, were introduced 
and announced the award of C. P. A. cer­
tificates to the successful candidates in the 
May examination. The certificates were de­
livered by Henry M. Zimmerman, the only 
surviving member of Michigan’s first State 
Board, at which time he was State Bank 
Commissioner. In connection with the de­
livery of the certificates Mr. Zimmerman
noted the pleasure which had been his of 
watching the development of the accounting 
profession in Michigan through the inter­
vening years.
An engrossed resolution of the Directors 
of the Michigan Association was presented 
to D. W. Springer in recognition of the 
length of relationship which he had borne 
to the profession in Michigan. It read :
We, the members of the Michigan Asso­
ciation of Certified Public Accountants, ex­
tend to our esteemed fellow member, 
DURAND W. SPR IN G ER , 
our sincere and heartfelt thanks and appre­
ciation for his services rendered since the 
founding of the Association.
For over thirty years, “D. W .,” as he is 
affectionately known, guided the destinies 
of the Association and through his wisdom, 
knowledge and insight, has contributed 
largely in bringing it to a position of in­
fluence, efficiency and power of which we 
are all proud.
Throughout the years, Mr. Springer has 
labored in the interests of accountants 
everywhere, always ready and willing to 
counsel and advise any who have sought 
him for information and enlightenment.
As we celebrate this, the fortieth anni­
versary of the Association, we extend to 
him our most sincere wishes for continued 
health and happiness and uninterrupted 
fruitful service to his fellowmen.
By order of the Board of Directors, 
December 10th 1936.
Edward J. Barr L. E. Borland
President. Secretary
Some of the depression sufferers were 
like the darkey who had been playing poker.
He said: “Tell you, boys, I dun los’ a 
heap o’ money las’ night.”
“How much, Mose?”
“A hundred and eighty-seben dollahs an’ 
fohteen cents.”
“Golly! dat wuz a heap o’ money.”
“Yas, siree, and de wurst of it wuz, de 
fohteen cents wuz cash.”
“There are two times in a man’s life when 
he should not speculate,” said Mark Twain, 
“when he can’t afford it and when he can.”
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A c c o u n t a n c y  I n  M ic h ig a n *
by D u r a n d  W. S p r in g e r , C.P.A.
IN the fall of 1896, the year that New York passed the first C.P.A. law in this 
country, John H. Clegg, Elmer H. Beach, 
William Thorne and William H. Brook or­
ganized the unincorporated National As­
sociation of Accountants and Bookkeepers, 
in which there was set up a regular pro­
cedure for conducting examinations as a 
basis for future admissions. This consti­
tuted the original group in Michigan from 
which the present Michigan Association of 
Certified Public Accountants is twice re­
moved. Mr. Clegg was the oldest public ac­
countancy practitioner in Michigan while 
Mr. Brook was a chartered accountant of 
England. The Bookkeeper Publishing 
Company, with which Messrs. Beach and 
Thorne were connected, had established a 
home study course.
Articles of incorporation of “The Incor­
porated Michigan Association of Public 
Accountants,” the second organization, 
were filed May 3, 1901. The discussion 
preceding this action had developed two 
different ideas. One, sponsored by Beach 
and Thorne, had in mind the further de­
velopment of the home study idea leading 
to the granting o f a C .P.A . degree. The 
other idea, sponsored by Clegg and Woods, 
believed that an incorporation should be 
formed primarily for accountancy prac­
titioners with the chief aim to secure a 
C.P.A. law. By this time the membership 
had increased to eleven, only one of whom 
—D. W. Springer of Ann Arbor—was not 
a resident of Detroit. I t was agreed that the 
articles should provide “This shall be an 
Association of Detroit but non-residents 
may be elected in accordance with its rules 
and regulations.” The articles also pro­
vided that the Board of Directors for the 
first year should be: John Clegg, Charles 
O ’Donnell, William Thorne, Elmer Beach 
and Francis Ducat.
In August of the same year, applications 
for membership were received from ac­
countants residing in Canada and in the 
States of Pennsylvania and W est Virginia.
Remarks at Anniversary Celebration of Michi­
gan Association, December 10, 1936.
These applications again raised a question 
of policy as to the proper basis of mem­
bership. A fter a discussion covering four 
meetings, the majority of the members de­
cided that membership should be confined 
to Michigan accountants and the applica­
tions were rejected.
This action resulted in the withdrawal of 
Messrs. Beach and Thorne. They estab­
lished the International Accountants So­
ciety and incorporated it in 1903. W ith the 
passing of Beach and Thorne its destinies 
were cared for by Fred Morton, one of 
our own group, till it was taken over by 
Tanner and Gilman in 1917 and moved to 
Chicago.
In  the fall of 1902 an invitation to send a 
delegate to a meeting of the Federation of 
Societies of Public Accountants to be held 
in W ashington was accepted by the Michi­
gan Association and later the association 
joined the Federation. In 1902 Messrs. 
Clegg and Springer were directed by the 
association to secure permission from the 
Regents of the University of Michigan to 
have a bill prepared under which C .P.A . 
certificates could be issued by the Uni­
versity of Michigan as in the State of New 
York. This permission was granted and the 
original bill was thus prepared. The 1903 
legislative session developed certain an­
tagonisms which caused the Regents to 
withdraw their permission. The Univers­
ity needed money worse than it needed ex­
tended authority and so the Governor-ap­
pointed type of Board was substituted.
The 1903 legislature was presented with 
approximately one thousand letters en­
dorsing the bill, representing the largest 
financial and industrial interests in Michi­
gan. Edwin Denby, a member of the 
house, afterwards Congressman from the 
first district of Michigan, and at a later 
date Secretary of the Navy, sponsored the 
bill in the house. It was passed with only 
one important amendment in that the re­
quirement for citizenship was stricken out 
and the provision substituted that persons 
who had applied for their first papers might 
take the examination. In the senate the 
bill was sponsored by senator Charles C.
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Simons, afterwards a Federal Judge in the 
Eastern Michigan District and at present a 
member of the United States Court of Ap­
peals for the Sixth. Judicial Circuit. All 
but three members of the senate had 
agreed to the measure in a poll but the bill 
came to a vote at a time when several 
measures were lost by reason of a peculiar 
political realignment, and the C .P A . bill 
was one of them.
In 1905, senators Noble Ashley and 
Archie Peek directed the passage of the 
C.P.A. law through the senate and repre­
sentatives J. Edward Bland and Charles J. 
Byrnes chaperoned it through the house. 
It was signed by Governor W arner and 
became completely effective January 1, 
1906. The Federation having merged with 
the American Association of Public Ac­
countants, the Michigan Association be­
came a member of the American Associa­
tion in August of 1905, at which time the 
third organization was effected—the Michi­
gan Association of Certified Public Ac­
countants. The amended articles of the 
Michigan Association were signed by John
H. Clegg, Philip S. Curtis, J. Donald An­
derson, Nicholas W . Woods, Charles W. 
O ’Donnell, A rthur S. Guerin, Charles B. 
Fleming, George E. Thompson, William D. 
Gridley and Durand W. Springer. Messrs. 
Anderson, Guerin and Springer are still 
living.
While the accountancy act provided for 
granting certificates under a waiver clause, 
to those who were then engaged in the pub­
lic practice of accountancy, the State Board 
of Accountancy was requested by the 
Michigan Association not to grant any cer­
tificates in that manner. No waivers were 
issued and Michigan was the first State in 
which those who had worked to secure a 
C .P.A. law relinquished any personal bene­
fits to be obtained by reason of possible ex­
emptions. In the group of accountants 
prominent in the period from 1896 to 1906 
there were four civil war veterans, Messrs. 
Clegg, O ’Donnell, Snartt and Woods. 
Through the entire period in which policies 
were being determined those veterans 
served with an eye single to the profession 
which they loved.
The 1913 law provided that the Gov­
ernor should be an ex officio member of the 
Board and that appointees to the Board
should hold office until their successors had 
been appointed and qualified. It also pro­
vided a minimum educational requirement 
of graduation from a four-year high school 
or its equivalent and two years of public 
accounting experience.
The 1917 law omitted the requirement 
that a five thousand dollar bond should be 
given by holders of C .P.A. certificates. 
When that provision was inserted in the 
first law it was thought that it might be 
in the interest of the public. As. a matter 
of fact, however, business men generally 
did not look upon it with favor. They pre­
ferred to employ accountants whose reputa­
tions as well as character were such that 
bonds were not needed, rather than being 
satisfied with those whom they did not 
know even though they were under bond. 
The 1905 law provided for the issuance of 
reciprocal certificates. Experience had 
shown that some of the accountants coming 
to Michigan were from states which did 
not provide for reciprocity and in the 1917 
law provision was made under which the 
Michigan Board has been permitted to 
recognize any accountancy certificate which 
in its judgment was secured under condi­
tions similar to those required of Michigan 
candidates. The 1917 law also included a 
provision prohibiting individuals from an­
nouncing themselves as members of any ac­
counting society which had not been offi­
cially recognized by the State Board. This 
provision was very handy at the time the 
degree-granting National Association was 
established in Washington.
In 1925 a regulatory law was enacted 
under which all public accountants then 
practicing were registered by the Board 
and thereafter it was provided that one 
might only enter upon the practice of pub­
lic accounting in Michigan as he held a 
C.P.A. certificate or an automatic certifi­
cate of authority issued under the 1925 act 
to those then in practice. By that law a 
third accountant member was added to the 
Board, the public accounting experience re­
quirement was raised to four years, prac­
tice as a public accountant was defined, the 
right of private employment was recog­
nized, and an extended enumeration of 
possible violations was made, all of which 
were declared to be misdemeanors under 
the Michigan statutes.
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Michigan passed its first accountancy law 
in 1905 to become effective as of January
1, 1906. During that year 18 C.P.A. cer­
tificates were issued as the result of two ex­
aminations. Ten years later, or by 1916, 
57 certificates had been issued, showing that 
the group had tripled in a period of ten 
years. By 1926 the number of certificates 
issued as the result of an examination was 
178, practically another tripling in ten 
years. During that ten-year period how­
ever 62 certificates obtained in other states 
had been recognized by the Michigan 
Board. As of 1936 the number of certi­
ficates issued by examination has grown to 
523, again practically tripling in the ten- 
year period and the number of certificates 
from outside states recognized has grown 
to 184, another tripling in the ten-year 
period.
All told, during the thirty years of the 
C.P.A. law, 681 different candidates have 
taken the examination, of which 523 have 
passed and secured their certificates, or a 
net average of 77%. In  round percentages 
25% pass the examination the first time, 
25% pass it the second time, and at least 
another 25% pass it in subsequent attempts.
The question of interstate comity in ac­
countancy is more important than in the 
other professions, due to the fact that ac­
countants must follow capital and capital 
does not recognize State lines. O f the 184 
certificates originally secured in other 
states which have been recognized in 
Michigan 69 were held by persons who 
have come into the State and are still resi­
dents thereof, while 115 were held by per­
sons from other states, some of whom were 
partners in offices maintained in Michigan 
but whose residence was in the State of 
their head office and others were employees 
in offices maintained in Michigan who came 
into the Michigan office and then at a later 
date were transferred out. A third group 
represented holders of certificates from 
other states who came in and established 
practices, and then decided to return to the 
State from which they came.
As throwing another side light on inter­
state comity, 69 holders of Michigan cer­
tificates by examination left the State and 
are now practicing in other states, that be­
ing exactly the same number of holders of 
certificates from other states who are now
practicing in Michigan. These figures 
merely illustrate why hard and fast State 
lines cannot be drawn in accountancy prac­
tice. Twenty-five other states issued the 
certificates held by those who have come to 
Michigan and been recognized, New York 
and Illinois naturally leading the list with 
Pennsylvania, Ohio, and Wisconsin closely 
following. O ur British friends have con­
tributed 10 from Scotland, 6 from England, 
and 7 from Canada.
Due to a variety of causes, 19 holders of 
certificates from other units have been re­
quired to take an examination to make 
good their certificate. O f that 19, 12 have 
remained as practitioners in Michigan and 
7 have in time gone elsewhere. A t the 
present time there are 49 holders of cer­
tificates from other jurisdictions who are 
residents of Michigan but who are not prac­
ticing and who are not registered with the 
State Board.
Ten years ago the present regulatory law 
became effective, under which 306 different 
public accountant certificates have been is­
sued. O f the holders 17 have died, 9 have 
left the State, 8 certificates have been can­
celled, the mailing addresses of 11 are at 
present unknown and 72 have passed the 
examination and secured C.P.A. certi­
ficates. In  1936, 148 public accountants 
are registered.
The number of annual registrations of 
accountants has varied between 670, the 
first year, and 742. The number of certified 
public accountants has increased each year 
and the number of public accountants has 
decreased, with a gradual net total increase 
during the period.
During the entire lifetime of the Asso­
ciation there have been 31 presidents. Of 
these 7 have died, 17 are present, and 3 sent 
regrets.
Since the passage of the first accountancy 
law, 25 different persons have served on the 
Board. O f that number 8 have died, 6 are 
present, and 6 sent regrets.
Michigan furnished the first Certified 
Public Accountant to be appointed to a “lit­
tle cabinet” position. Frederic A. Tilton, 
former president of the Michigan Associa­
tion and former president of the State 
Board, served as Third Assistant Postmas­
ter General during the Hoover Administra­
tion.
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F u n d a m e n t a l  R e q u i r e m e n t s  i f  E x a m in a ­
t i o n s  a n d  Q u a l i f i c a t io n s  a r e  t o  A p p r o a c h  
t h e  I d e a l  *
by N o r m a n  E. W e b s t e r , C.P.A., New York City
PREA C H ER S usually announce their texts, though sometimes the subjects 
they propose to discuss are not evident from 
the texts. As in the instance of the pastor 
who told his congregation “This morning 
our text will be found in Matt. 24:17”— 
Those who thumbed their Bibles to that 
reference there read—“Let him who is on 
the housetop not come down to take any­
thing out of his house.” Even then his 
parishioners did not realize that he was 
about to inveigh against the foibles of wo­
mankind and particularly against the then 
prevailing mode of dressing their hair, but 
later they realized that the good man had 
inserted a silent “k” at the beginning of the 
word “not” and that the part of the stated 
text that he was expounding was “Top-knot 
come down.”
Now I shall try to be more explicit even 
if less funny. And to make sure that you 
and I understand each other, even if you do 
not wholly agree with me, I shall pose the 
two premises upon which this paper will be 
based. These premises are that Certified 
Public Accountancy is a national profession, 
and Certification for that national profes­
sion is a State function.
I suspect that you all agree with the first, 
and as to the second you are wondering what 
I shall find to say about it. Even so it may 
profit us to give some attention to the first 
premise, especially as from the two I shall 
hope to have you agree with me as to a con­
clusion therefrom, namely, that C .P.A. cer­
tificates of all dates and from all states 
should have or come to have an equal value 
in the estimation of the business community.
As to the first premise, that Certified Pub­
lic Accountancy is a national profession, let 
us consider some other professions the prac­
*Address at Anniversary Meeting of Michigan 
Association of Certified Public Accountants, 
Detroit-Leland Hotel, December 10, 1936.
tice of which is subject to governmental 
regulation. Practitioners of law, medicine, 
dentistry, stay at home and let their clients 
bring to them the questions they want solved 
and the operations they want performed. At 
once you will agree that this is true in med­
icine and dentistry, that even in important 
cases the practitioners rarely go to the pa­
tients, but they expect the patients to travel 
to Ann Arbor or Johns Hopkins or Roches­
ter, Minnesota.
But even admitting that this is true of 
these professions which care for human 
health, perhaps you say that the rule does 
not apply to the bar. Well, let us look into 
the customary procedure. Suppose a De­
troit automobile manufacturer wishes to buy 
or lease property in San Francisco, or to 
prosecute a claim for damages for an al­
leged infringement of a patent in Ohio, or 
to contest an assessment of franchise tax in 
my State of New York. Will he send his 
regularly retained counsel from Detroit to 
look after all or any of these matters ? Usu­
ally he will not. A t times his counsel may 
visit the other jurisdiction for the client, but 
usually that visit will be for the purpose of 
securing a local attorney to handle the mat­
ter and to confer with the local lawyer as to 
policies and procedure. The client may real­
ize that he does not possess the technical 
training to qualify him to confer directly 
with the lawyer who is a stranger to him 
and therefore he acts through his own coun­
sel who understands the client and his 
wishes. And as to court work there is a 
strong feeling within the legal profession 
that every case should be conducted by a 
member of the bar of the court in which the 
case is being tried.
The practice of accountancy differs from 
that of these other professions, in that the 
client commissions his regular accountant 
to do the complete job, traveling to wherever
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it is necessary that the work be done. I 
venture to suggest to you that this difference 
in our practice from that of the law and 
other professions was not accidental but 
was the result of the changed conditions 
under which business has been conducted 
during the last half century and of the new­
ly developed methods by which business is 
planned and influenced. Let me interject 
that I am not referring to taxation or to 
other legislation. Much as they occupy our 
minds to the exclusion of other matters, 
there are other influences which are not to 
be overlooked. And besides this is not to 
be a political document.
The honorable history of the legal pro­
fession reaches back into, perhaps beyond, 
the age of sailing ships and the horse-and- 
buggy days, when so largely business was 
carried on between neighbors. The farmer 
drew his produce to the nearest point of 
consumption. The manufacturer marketed 
his product over a somewhat larger terri­
tory which however was narrowed by the 
limitations of transportation. Industry was 
local and scattered because transport was 
difficult and costly. Then steam power 
brought great changes. It speeded up water 
transport and made the railroads possible. 
As a result it greatly widened the territory 
for trade. But that was about the limit of 
the effect of steam power. Though the 
produce of agriculture and the products of 
industry crossed State lines, agriculture 
could not move because it was tied to the 
land, and industry did not branch out be­
cause steam power could not be transported 
but only its product.
And then came electric power which was 
free from the restrictions on steam power. 
It not only provided added facilities for the 
transportation of industrial products, but it 
was itself a subject of transportation. It 
was no longer necessary to locate an indus­
try where power was developed or to de­
velop power where the industry was to be 
located but they could be located at widely 
separated points if they were tied together 
with a wire. Consider also the difference in 
the methods by which these forces were dis­
covered. Steam power largely was a result 
of observation—the old way of trial and 
error. Electric power came from the labora­
tory, the modern method of research.
In “The Profession of an Accountant,”
the author, Albert Crew, an English bar­
rister, writing primarily of accountancy in 
the United Kingdom, said: “The profession 
may be said to have come into existence as 
a sequel to the great outburst of joint stock 
enterprise of the middle of the nineteenth 
century, and the growing intricacy of ac­
counts in large enterprises, partnerships and 
trusts.” In this country Macmillans are 
publishing “A History of American L ife” 
in ten volumes and there has just come from 
the press the one on “The Nationalizing of 
Business 1878-1898” by Ida M. Tarbell. 
This was the early period of railroad and 
industrial consolidations, of monopolies, of 
trusts and what not. But also the first of 
those twenty years was only a few decades 
after the early individual attempts to de­
velop a real practice of public accountancy, 
while during those twenty years individual 
practices had grown to where the practi­
tioners had associated themselves in such 
technical societies as this Michigan Associa­
tion and to where New York in 1896 had 
enacted the first Certified Public Accountant 
statute.
Law practice developed during the cen­
turies of localized business and of jurisdic­
tional statute law. Accountancy began with 
the breaking of the restrictions on transport, 
with the introduction of research methods 
of study, with the tendency to business con­
solidations and with the necessity for fol­
lowing economics rather than for conform­
ing to statutes.
Certified Public Accountancy is a national 
profession because it serves business which 
has. been nationalized, with which it grew 
up, and which it understands. While its ap­
plication is subject of course to the differ­
ences in that which, for lack of a better 
name, we call “Commercial Law,” its broad 
foundation rests in economics and mathe­
matics which fortunately do not change with 
administrations or become obsolete when 
we cross State lines.
My second premise, as stated at the out­
set, is that Certification for the national pro­
fession of Certified Public Accountancy is 
a State function. Perhaps you wonder why 
we should spend time on that since that it is 
a State function is an accomplished fact in 
all the states and possessions. However, we 
should remember that some well-meaning 
accountants, whose information, idealism
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and professional judgment are probably su­
perior to mine, point to the honorable his­
tory of accountancy in Great Britain and 
throughout the Empire where the function 
of certification is performed by the Insti­
tute, the Incorporated Society and the simi­
lar organizations in the dominions. I wish 
to add my word of praise to theirs. And in 
doing so I wish also in all sincerity to pay 
my respects to the British accountants for 
the training in both theory and practice 
which they give to their staff apprentices. 
But good as are their results, the apprentice­
ship system has never taken deep root in 
the United States, and it appears that dis­
cussion of it among us is more academic 
than practical. As our cousins would per­
haps say to us were the situation reversed 
and we were urging our methods on them 
“W hy, it just isn’t done.”
Then too this function of certification is 
not, I believe, the only difference between 
the British societies and ours. The British 
somehow have a flair for making some pri­
vately organized institutions into quasi­
public ones. W hether or not we would do 
well to copy them is not all that we have to 
consider. I f  our societies granted certifi­
cates, the charge of monopoly would be 
heard even oftener than at present.
And further, it seems to me that those 
who point to Great Britain and urge that 
here certification should be a society func­
tion have failed to make the proposed change 
fully comparable with the system which 
they profess to admire. In  England and 
Wales there are two societies, I believe, in 
Scotland three, and in Ireland one, in all at 
least six, perhaps one or two more. This is 
in contrast with our societies in forty-eight 
states besides the possessions for, of course, 
it is our State societies which politically 
most nearly resemble the societies in Great 
Britain. In  so far as I know there never has 
been in that country one or even two soci­
eties which corresponded in any way with 
our American Institute and our American 
Society—now so happily wedded into one 
great professional body which embraces ac­
countants of the whole country as no British 
Society does over there.
Thus far we have considered this function 
of certification solely from its theoretical or 
academic side. But it has a practical side. 
Doubtful as it seems to me that many, if
any, of the states would relinquish their 
direct control of certification, even to the 
State societies all members of which held 
State certificates, I believe it to be almost 
certain that some states would not consent 
to turning this function over to any body, 
the majority of whose members were citi­
zens of other states. W e have a few in­
stances of joint action by two or more states. 
However they are few and do not I think 
suggest that the practice will grow.
The examples which come to mind are 
those in which two or more states have co­
operated in some project of port improve­
ment or of the control and utilization of 
water resources. However, these were cases 
where one State alone could not handle the 
matter without incurring the risk of becom­
ing liable at law for any damage done to 
another. But a State has no liability to any 
other for its actions with respect to its own 
citizens.
But even were it possible and practicable 
for the states to surrender the function of 
certification to some other body, either a 
Federal commission, or a national society, 
it appears that such action might defeat its 
own ends. W ith no competition, no rivalry as 
to standards, no comparison of results, there 
would be a serious possibility—if not the 
probability—that the one organization to 
which the function of certification had been 
committed would develop a conservatism 
which would be fatal to progress. The de­
velopments and improvements in the theory 
and procedure in accountancy have I sub­
mit come in large part if not wholly from 
the rivalry, friendly but none the less real, 
between competitive practitioners. If  the 
entire body of practitioners had been organ­
ized as a single professional firm, there 
would have been far less incentive to prog­
ress and a steadily increasing tendency to 
let well enough alone. Even in Great Britain 
it seems probable that progress has been 
faster because of its two great societies, 
each of which has acted as a spur to the 
other.
If  I am right in asserting that Certified 
Public Accountancy is a national profession, 
more so probably than any other, it seems 
to follow of necessity that all C.P.A. cer­
tificates of all dates and from all states 
should have or come to have an equal value 
in the estimation of the business community.
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One C.P.A. law is 40 years old, while some 
are not yet in their teens. A few certificates, 
still in force, were issued 40 years ago, 
while some were signed last week. Some 
were issued under waiver, some upon recog­
nition of other certificates, a small fraction 
upon oral examination, the great majority 
of all upon written tests. Some examina­
tions were on three subjects, some on four, 
some on more.
I asked you to agree that all should have 
or come to have an equal value. I hope that 
you will so agree. As for myself, I believe 
that they not only should come to have but 
even now do have an equal value. I  do not 
assert that Certified Public Accountants 
have an equal measure of ability. I do not 
assert that examinations in different states 
have been equally severe or equally easy. I 
do not even assert that examinations in my 
State have remained at the same grade. On 
the contrary, I am of the opinion that the 
Michigan examination in July, 1906, and the 
New York examination in June, 1910, 
which I took and passed were easier than 
the New York examination in October,
1936, for which I wrote the questions in­
stead of the answers.
The equal value to which I here refer is 
that as to each C .P.A . the business world 
should feel confident that the holder has sub­
mitted himself to the judgment of respon­
sible and qualified examiners and has satis­
fied them that he possessed the foundation 
upon which a structure of satisfactory prac­
tice can be erected.
W ith the lapse of time, certificates issued 
upon waiver will too soon be only matters 
of history. And that will be a cause for sad­
ness, for there were giants in those days. 
There never were too many and now there 
are too few.
But let us look ahead and consider what 
we may do to develop more fully this desir­
able parity, this equal value which we wish 
all certificates to have or to come to have. 
I suggest that the fundamental require­
ments should meet approved standards, ad­
vanced from time to time, but that they need 
not be uniform. O f necessity some states 
will move faster at one time than at another. 
If  this year one State is behind, next year 
it may be ahead. To us in New York Janu­
ary 1, 1938, is an important date because 
after that each new applicant for examina­
tion must have a bachelor’s degree after 
majoring in accountancy. Even so, I do not 
expect the community to give a greater value 
to a certificate issued in 1939 than to one 
issued in 1919. As to the possessors, of the 
two the older man with the added experi­
ence will be looked on with greater respect 
at least until his younger brother has had 
time to grey about the temples. And as to 
other states, Kansas already has passed a 
law which will bring it about as close to New 
York in 1942 as Pennsylvania was to New 
York in 1899.
No, uniformity is not possible. I doubt 
whether it is desirable. But standardization 
is practicable and will promote this estima­
tion of equal value. Educational curricula 
and examination questions will and should 
differ. A fter providing for the fundamen­
tals of accountancy knowledge they should 
take note of and be responsive to the needs 
of the communities which they serve. And 
within a reasonable period of time all states 
should have advanced their requirements as 
to academic and technical education and as 
to practical experience to where they will 
have caught up with those who for a time 
have led or even to where they in turn will 
be leading.
For all this some states may find that 
legislation is needed, though I am not at all 
sure of that. All will however find it desir­
able to develop standards—both of time and 
quality— for the educational and experience 
training of candidates and to devise equiva­
lent bases for the duration, severity and 
ratings of the examination tests. These are 
matters which call for the wisdom of the 
many rather than for any rash suggestion 
from me. But perhaps it may be appropriate 
at this time to mention some of the agencies 
which accountancy has at hand with which 
to accomplish these—as they seem to me— 
most desirable results.
I f  legislation is needed our State socie­
ties are in the positions of influence and the 
Institute is available for counsel and desired 
assistance.
As to educational desiderata, practitioners 
should tell their State societies or commit­
tees on education, the matters in which they 
wish assistants to have received training 
that in the past they have not had. State 
societies and the Institute committees on 
education can influence the educational in­
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stitutions towards supplying these needs. 
And of equal, perhaps of greater impor­
tance, these societies and their committees 
can urge practitioners to develop in their 
own organizations some educational meth­
ods which will insure that the assistant gets 
at least some of the training which he would 
receive in an office in England.
As to curricula, the accountancy educa­
tors through their “Triple A ” have the 
machinery—if rivalry does not prevent co­
operation— for proper standardization and 
desirable variances. And if other Boards 
of Examiners have had any such experience 
as we in New York recently had, a proposed 
syllabus would also be an acceptable gift 
from the American Accounting Association.
As to examination questions, the Associa­
tion of C.P.A. Examiners could take over 
the work heretofore done by the Institute 
and Society and provide a service for all 
states. In my opinion, for each examination 
there should be offered two or three times 
the necessary questions and each Board will
be well advised to rephrase all questions 
which it adopts and includes in its examina­
tions.
And as to ratings the same association 
perhaps with the counsel of the AAA could 
suggest the respective weights to be assigned 
to questions and to their parts and some 
standardized basis for rating the answers.
If as I close this paper your comment is 
“But what are the Fundamental Require­
ments if Examinations and Qualifications 
are to Approach the Ideal, which we ex­
pected the speaker to offer,” my reply is 
that I am not greatly interested in the details 
of those requirements. On the other hand, 
I am convinced that with a proper coordina­
tion of the machinery which Certified Pub­
lic Accountancy has developed and has at 
hand ready for use, the development of the 
details will follow as a matter of course 
and those details will be much wiser in their 
development and more effective in their ap­
plication than any which I might submit 
to you.
T h e  A c c o u n t i n g  P r o f e s s i o n  
in  P e n n s y l v a n i a *
by R ober t  J. B e n n e t t , C.P.A., Philadelphia, Pa.
MICHIG AN, I bring you greetings from your brethren in Pennsylvania 
on the attainment of your thirtieth anniver­
sary. The Pennsylvania State Board of 
Examiners and the Pennsylvania Institute 
of Certified Public Accountants send con­
gratulations to the Michigan State Board of 
Examiners and to the Michigan Association 
of Certified Public Accountants. And after 
a lapse of thirty years I am happy to return 
and to have the privilege of conveying this 
message of goodwill.
W e can all look back with admiration and 
pride to the men of Michigan who so hope­
fully organized the Michigan Association 
and successfully fathered the first C .P.A . 
law through the Michigan legislature. I
*Address at celebration of thirtieth anniversary 
of Michigan Association of Certified Public 
Accountants, Detroit-Leland Hotel, Detroit, De­
cember 10, 1936.
well remember those self-sacrificing men of 
1906 and how carefully they laid the foun­
dation of the accounting profession in 
Michigan—a profession which has consis­
tently pushed forward throughout all Amer­
ica to higher attainments and has become an 
outstanding example of progressive leader­
ship.
In looking back to the early days in your 
fine State, I can readily recall such names as 
Howard C. Beck, William H. Brook, John
H. Clegg, Fred T. Gies, W. D. Gridley, 
Norval A. Hawkins, George A. Horner, F.
H. Macpherson, Durand W. Springer, Nor­
man E. Webster, Henry M. Zimmerman, 
and others whose names I have forgotten 
at the moment. Some of these men of 
Michigan like some of Pennsylvania have 
gone to their reward after a task well and 
faithfully done, while some are still carry­
ing on and are here with us today. But to
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those who are left, this is a day of triumphal 
thanksgiving for a great and noble work 
well begun, well done, and well maintained. 
Everybody knows about Michigan’s leader­
ship, vision and successful achievement 
along lines that have been copied but not 
fully attained by a number of sister states.
In many respects Michigan and Pennsyl­
vania are alike. Both have built on solid 
ground and both have achieved outstanding 
recognition in high professional standards.
The Profession in America
I have elected to speak of the accounting 
profession in Pennsylvania because I am ac­
tively connected with it and because I have 
for so many years been interwoven with its 
destinies; but before speaking of Pennsyl­
vania with its ten millions of people it seems 
appropriate to make a reference or two to 
the accounting profession in general. It cer­
tainly has made wonderful strides and has 
without doubt gone far beyond the fond ex­
pectations of its hopeful progenitors.
Keep in mind that in 1906 we were not 
very far removed from the beginning of the 
C.P.A. movement in the United States, and 
that only a few states had then attained leg­
islative recognition. New York, as we know, 
enacted the first law in 1896 and Pennsyl­
vania in 1899. Thus a movement was 
started which irresistibly moved onward 
until every one of the states had enacted 
accountancy laws and had organized State 
societies. Michigan was one of the first to 
join the procession which was destined to 
make an enviable name for itself within one 
generation of eventful history.
Both in the United States and Canada the 
profession of accountancy has become es­
teemed, influential and indispensable. In 
Great Britain and all British countries, the 
chartered accountants are respected and 
honored. Indeed, throughout the entire 
world the professional accountant has 
reached a place of power and prestige. And 
all within a short space of time.
The American Institute of Accountants 
was organized in 1887 and will celebrate its 
50th anniversary next year. New York 
celebrated its 40th anniversary in 1936 and 
Pennsylvania is preparing for its 40th in
1937. So we see that the accounting pro­
fession is marching onward with unmistak­
able vigor and achieving recognition that is 
both amazing and wonderful.
Since the first C .P.A. certificates were 
issued by New York in 1896 and by Penn­
sylvania in 1899, upward of 20,000 similar 
certificates have been granted throughout 
the country, and there is apparently no let 
up of interest or desire to enter a field of 
work which was not even on the map one 
century ago.
The Profession in Pennsylvania
The accounting profession in our Key­
stone State has made wonderful progress 
during its forty or fifty years of history, 
and as far as I can learn everyone is busy 
and contented.
The future of our profession in Pennsyl­
vania, as in Michigan and elsewhere, is 
bright and encouraging. If  all the business 
houses on Woodward Avenue in Detroit 
were to engage certified public accountants 
there would not be a sufficient number in 
the State of Michigan to perform the ser­
vice. This is likewise true of Broadway in 
New York or M arket Street in Philadelphia, 
and of busy streets in all other large cities.
Many of our Pennsylvania accountants 
have become outstanding members of the 
profession and are recognized everywhere 
as leaders and thinkers. A number of our 
firms have grown to national and interna­
tional importance in standing and achieve­
ment. Some that were established more than 
50 years ago are still holding their places in 
the profession and have increased in 
strength and influence. Some of these Phil­
adelphia practitioners began their work as 
“expert accountants” back in the early 70’s 
and 80’s. The big four of the early days 
were Messrs. Francis, Vollum, Heins and 
Brown, referred to as follows:
John W . Francis became a “public ac­
countant” in 1869. He later, together with 
Joseph E. Sterrett, a leading spirit in our 
early days, established the firm of Francis 
and Sterrett. In 1886 Mr. Francis first 
brought together the group of men who 
were instrumental in forming the American 
Association of Public Accountants, Mr. 
Sterrett later became a partner in the firm 
of Price, W aterhouse and Company.
Charles N. Vollum, the man most respon­
sible for the Pennsylvania C.P.A. law, 
opened an office in Philadelphia as a public
712 THE CERTIFIED PUBLIC ACCOUNTANT Decem ber,
accountant in 1875. He repeatedly an­
nounced himself as an “expert accountant 
and auditor.” His firm later became known 
as Vollum and Vollum and is active in 
Philadelphia at this date under the direction 
of his son, Robert B. Vollum.
Lawrence E. Brown, another pioneer in 
Philadelphia, opened an office in 1882 for 
the practice of accounting. His firm is active 
and influential to this day as Lawrence E. 
Brown and Company, the senior partner of 
which is J. D. Stinger, one of the original 
members of the Pennsylvania Institute.
Mr. John Heins was a pioneer and out­
standing leader in the profession, and he 
opened an office for the practice of account­
ancy in 1877. His firm was known later as 
John Heins and Company and is still one of 
the prominent firms of Philadelphia.
Then there is the well-known firm of 
Lybrand, Ross Brothers and Montgomery 
of which we Pennsylvanians are justly 
proud. This firm was organized in 1898 by 
four young men who had originally been 
associated with Mr. John Heins. They were 
William W . Lybrand, T. Edward Ross, 
Adam A. Ross (now deceased) and Robert
H. Montgomery.
Another of the outstanding characters in 
the field of accountancy, was the late George 
Wilkinson of Philadelphia. He was promi­
nent in establishing the C.P.A. law in Illi­
nois and even at an earlier date as one of the 
founders of the Federation of Public Ac­
countants in America. He later became one 
of the leaders of the profession in Penn­
sylvania.
Early Days in Pennsylvania
The Pennsylvania Association of Public 
Accountants was organized on March 30, 
1897, with a membership of fifteen, and in 
1901 the name was changed to Pennsylvania 
Institute of Certified Public Accountants. 
The first m ajor activity of this organization 
was to formulate a suitable accountancy bill 
for introduction in the Pennsylvania legis­
lature. This bill failed of passage on the 
first attempt. The promoters of the idea 
however were not discouraged. They went 
back in 1899 and once more asked the Gen­
eral Assembly to pass a C .P.A. law and for 
authority to create a State board of examin­
ers. This bill passed and was signed by
Governor Stone on March 29, 1899, just 
two years after the formation of the original 
association.
The Pennsylvania C.P.A. law is without 
doubt one of the simplest and most easily 
managed of all State laws. It places in the 
hands of the examining board a maximum 
of authority with a minimum of legislative 
regulations. Largely due to this simplicity, 
the accountancy profession in Pennsylvania 
has built wisely and successfully, with the 
result that the Pennsylvania C.P.A, certi­
ficate and the Pennsylvania standards are 
respected throughout the entire country.
The second paragraph of the law states 
that “* * * the governor of the State of 
Pennsylvania shall appoint a board of five 
examiners for the examination of persons 
trying for certificates under the act.” And 
it further states that the “said examination 
shall take place in Philadelphia and P itts­
burgh once a year in the month of Novem­
ber of each year under such rules and regu­
lations as may be adopted by the Board.” It 
is obvious that the responsibility placed upon 
the board was of far-reaching importance 
and that the members thereof should be men 
of ability and judgment. I may say that 
during all of these years the Board of E x­
aminers, composed of three certified public 
accountants and two lawyers and a secre­
tary, has maintained this tradition and has 
faithfully upheld the confidence placed in it 
by the act of 1899.
Since its passage, the Pennsylvania law 
has undergone only four minor amendments 
the last of which was in 1921. However in 
1923 the Administrative Code of Pennsyl­
vania placed the State Board for the Exam ­
ination of Public Accountants, together with 
all other boards (except the board of law 
examiners), under the administrative juris­
diction of the Department of Public In ­
struction. The Superintendent of Public 
Instruction is a member of the Governor’s 
Cabinet and an ex-officio member of all ex­
amining boards, and he in turn has a Deputy 
Superintendent who is Director of the Bu­
reau of Professional Licensing. All Penn­
sylvanians approved of this connection with 
the Department of Public Instruction, and 
not for one moment have we regretted the 
change. The original C .P.A. law was not 
repealed nor does the code detract from the 
authority of the examining board.
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Certified Public Accountants in 
Pennsylvania
The Pennsylvania Board has issued a 
total of 1149 C.P.A. certificates to exam­
inees and to those who applied for reciprocal 
certificates. And we now have 130 candi­
dates under consideration. The regulations 
in Pennsylvania are particularly strict, 
making it rather hard to be admitted to 
examination in the first place. Each appli­
cant must have had five years of experience 
before he can sit for examination, and two 
of these years must have been in the office 
of a certified public accountant or of a rec­
ognized public accountant in active practice. 
In addition thereto he must produce a high 
school certificate and have the endorsement 
of at least five responsible citizens as to 
character, and he must present letters from 
all employers during the preceding ten years. 
The examinations too are maintained at high 
levels and candidates who pass usually con­
sider themselves the possessors of some­
thing worth working for.
Rigid requirements have a tendency to 
hold down the number of persons who sit 
for examination. This means that the appli­
cant must secure all of his preliminary train­
ing, experience and education before taking 
the examination. W ithin the first year after 
the accountancy law was enacted, 33 C.P.A. 
certificates were issued to practitioners in 
Pennsylvania. During the next few years, 
up to the end of 1905, only 18 additional 
certificates were granted. And during the 
entire 24 years from the time the law went 
into force until the adoption of the Admin­
istrative Code in 1923, a total of 311 cer­
tificates had been granted. During the next 
13 years, from 1923 to the present date in
1936, 838 additional certificates were 
granted, making a grand total of 1149. W ith 
the 130 candidates now being examined the 
numbers will no doubt be materially in­
creased. This gives some idea of the increas­
ing interest on the part of the young men 
of Pennsylvania.
Our examinations cover General Ac­
counting and Commercial Law, four half- 
day sessions for accounting and a half-day 
session for commercial law. W e prepare 
our own questions and grade our own pa­
pers. A passing average of 75% in each 
subject is required, and the examination re­
sults have to be announced within sixty days 
after the examination. Many candidates are 
successful the first time but it is not unusual 
for others to try their luck in succeeding 
years. We have had men appear as many 
as seven times. As a rule from 25% to 40% 
are successful each year.
The older men have more difficulty in 
passing than the younger, because they are 
more deliberate and not accustomed to 
working under pressure like the young col­
lege graduates. Oral examinations are not 
permitted but I sometimes think the oral 
examination would be advisable, especially 
for the older men who have had successful 
experience. I would even favor giving a 
certain number of credits to older men as a 
recognition of their long experience and 
professional standing.
Certificates W ithout Examination 
Pennsylvania does not maintain “recipro­
cal relations” with other states, though I 
believe that some years ago the examining 
boards of Pennsylvania and Michigan did 
establish a mutual relations arrangement. 
Under our law any person who holds a 
C .P.A. certificate from another State may 
easily attain the Pennsylvania certificate, as 
witnessed by the following clause in the 
amendment of 1921:
"* * * but certified public accountants of 
other states of the United States who 
have been certified for at least one year 
may be recommended for certification, at 
the discretion of the said board, for cer­
tificates without any examination.”
This was a wise amendment. A large 
number of reciprocal certificates have been 
issued thereunder, but each applicant for 
such recognition must measure up to all the 
requirements demanded of those who take 
examination. He may therefore obtain a 
reciprocal certificate without any regard as 
to whether or not the State from whence he 
received his certificate will grant equal fa­
vors to men from Pennsylvania.
College Education fo r  Accountants 
The question of academic attainments for 
young accountants is rapidly coming to the 
foreground. Is a college course advisable, 
or would two years in college be sufficient, 
or is the high school training enough ? There
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is a difference of opinion on these questions, 
especially among the experienced account­
ants. W e have observed, however, that all 
accountants, whether old or young, who 
have sons are now having them take college 
courses.
Before the turn of this century and even 
in the first decade thereof, college graduates 
were in the minority. In those days of hard 
work and hustle, a high school education, as 
older accountants know very well, was con­
sidered a luxury, and the privilege of attend­
ing college was only for the rich. However, 
the pendulum has gone to the opposite ex­
treme. College graduates are landing the 
choice executive positions in business and 
in the professions. They are in demand be­
cause of their technical training, and to a 
large extent because of the necessity for 
maintaining research laboratories and 
skilled engineering departments. Our pro­
fession has likewise bowed to the march of 
time by encouraging college trained men for 
entrance to the accounting profession. This 
is in line with the well-established practice 
in other professions and as required of cler­
gymen, lawyers, physicians, architects, engi­
neers, and others. It is true that our profes­
sion is still in its infancy as compared with 
some of the professions just mentioned, but 
even so this is the day of college men and 
while the craving for higher education is 
everywhere in evidence we must welcome 
the change.
Thirty years ago accountancy courses 
were inadequate and elementary, and only a 
few universities had even deigned to recog­
nize business, to say nothing of the pesky 
accountant who was then howling for rec­
ognition. At that time the University of 
Pennsylvania had the W harton School of 
Commerce and Finance which was estab­
lished in 1881 with only a handful of stu­
dents, while it now has an enrollment of 
about 1,800. The New York University had 
a similar school of commerce. Today almost 
every university in the land has its business 
school and has given a prominent place to 
courses in accountancy.
Moreover, Pennsylvania, Harvard, New 
York and Columbia now have graduate 
courses in business administration. Not 
until this academic year, however, has ac­
countancy been recognized by a degree 
course. Columbia University now has its
five-year course leading to the degree of 
Master of Science in Accountancy. This is 
no doubt in line with the requirement of 
the New York law of 1929 that all candi­
dates for examination after January, 1938, 
shall have completed a college course, as per 
the following clause:
“Subsequent to January first, nineteen 
hundred and thirty-eight every candidate 
for examination for a certificate as a cer­
tified public accountant shall present evi­
dence that he has satisfactorily completed 
the course of study in a college or school 
of accountancy registered by the depart­
ment as maintaining a satisfactory stand­
ard, and that prior to the beginning of his 
course of study in such college or school 
of accountancy he satisfactorily com­
pleted a four-year high school course ap­
proved for this purpose or the equivalent 
as determined by the commissioner of 
education.”
Pennsylvania is considering like action. 
At the annual meeting of the Pennsylvania 
Institute of Certified Public Accountants 
held in June, 1936, the following resolution 
was unanimously adopted looking forward 
to a college degree for all candidates for the 
C.P.A. examination:
“W h e r e a s , the preliminary education­
al requirements for the obtaining of the 
privilege of sitting for the examination 
for the C.P.A. Certificate are being raised 
throughout the United States and in par­
ticular, New York S ta te ;
B e  I t  R e so lv ed , that the desirabil­
ity of requiring as soon as practical the 
equivalent of a full college education as a 
preliminary requirement be referred to 
the Pennsylvania State Board for the 
Examination of Public Accountants for 
their careful consideration.”
In the meantime, the matter is being dis­
cussed pro and con by members of the In ­
stitute and by members of the examining 
board. Pennsylvania has always been in the 
forefront in the encouragement of a college 
education for young accountants. As a 
result a large proportion of our candidates 
are college men. Indeed members of the 
Pennsylvania Institute were responsible for 
the establishment in 1904 of the Evening 
School of Accounts and Finance of the Uni­
versity of Pennsylvania. It started with an
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enrollment of 132 and the accountants of 
Philadelphia put up all or most of the 
money to guarantee its operation for the 
first year. I t succeeded, and the guarantors 
received their money back. Today this eve­
ning school has an enrollment of 2,250 
students.
Some years ago the Pennsylvania board 
of examiners adopted a rule for the encour­
agement of college men. The five years of 
experience required of candidates for ex­
amination were cut to three for college 
graduates. This regulation brought many 
college men into the profession, and it 
proved to be a popular concession even 
though some modifications of the rule had 
to be made later.
Organisation of the Pennsylvania Institute
The Pennsylvania Institute of Certified 
Public Accountants is the official organiza­
tion in the Commonwealth of Pennsylvania. 
It started with a membership of 15 and now 
has about 600. Out of the 1149 certificates 
granted by the board of examiners, some 
800 have become members of the Institute. 
Many have died, some have resigned, sev­
eral have been dropped for non-payment of 
dues and two have been expelled. These 
two also had their C .P.A. certificates re­
voked by the Board of Examiners.
The governing board of the Institute is 
composed of nine members and known as 
The Council, composed of President, Vice- 
President, Secretary, and Treasurer, and 
five members of council.
Officers are elected annually and the five 
council members are chosen for a term of 
two years, three one year and two the next. 
The secretary is the only officer who may 
hold office for more than two years and the 
present holder of that office has served for 
nearly nineteen years. The president of the 
Institute usually serves for only one year 
and the incumbents of this office alternate 
between the eastern and western parts of 
the State.
W e have the Chapter plan in Pennsyl­
vania. The Institute is divided into four 
chapters located in Philadelphia, Pittsburgh, 
Harrisburg and Scranton. Members living 
within the jurisdiction of any chapter are 
considered members of that chapter. While 
the Institute meets only once a year in an­
nual meeting, the chapters have their own
monthly meetings for the discussion of cur­
rent problems and educational matters. The 
council of nine members constitutes our 
elected board of directors. Chairmen of the 
four chapters are ex-officio members of the 
council so that all chapters have representa­
tion on the governing board which meets 
four times a year or oftener.
Headquarters of the Institute are located 
in Philadelphia from whence all general in­
formation is sent. Leading tax services are 
here maintained by the Philadelphia Chap­
ter for reference purposes and information 
bulletins of all kinds are compiled and made 
available. The Spokesman, the official organ 
of the Institute, is printed every month or 
two and is used as a means for conveying 
news to members.
By this brief outline we see that the story 
of the accounting profession in Pennsyl­
vania is comparable to that of Michigan, 
and other states, which bears out the testi­
mony of those who know that our brother 
accountants everywhere are occupying high 
places and are fully recognized as an indis­
pensable body of qualified practitioners.
Conclusion
Thirty years is a long time when we look 
ahead, but not so long a time when we look 
backward. W e who were present and took 
some part in the formation of the account­
ing profession in the State of Michigan in 
1906, can look back to that date with par­
donable pride to work well done and to a 
third of a century of interesting progress. 
But we can behold with even greater pride 
and satisfaction the achievements and pres­
ent high position of the profession in the 
State of Michigan and in the Common­
wealth of Pennsylvania, and elsewhere 
throughout the land.
And we hope and bespeak for the young 
men of today an even greater degree of 
achievement during the next thirty years. 
Young men, the future of this profession 
is in your hands. W e of 1906 have reached 
the crest of the hill and are going down the 
opposite side. You are still on the upward 
path.
“To be sincere with ourselves is better 
and harder than to be painstakingly ac­
curate with others.”—A g n e s  R e p p l ie r .
716 THE CERTIFIED PUBLIC ACCOUNTANT Decem ber,
G o v e r n m e n t a l  A c c o u n t i n g  a n d  
F in a n c in g *
by H o w a r d  C. B e c k ,  C.P.A., Washington, D. C.
TH E  Social Security Act provides two classes of protection— Old Age Pen­
sions and Unemployment Insurance.
There are outstanding differences in the 
application of the taxes imposed to create 
the funds for carrying out the law.
First—as to Old Age Pensions—The tax 
provided for this purpose is paid by all em­
ployers and all employees, except certain 
exempted classes, such as Farm Labor, Do­
mestic Service, Government Employees 
(Federal and State), Religious, Charitable, 
Scientific and Educational Institutions, etc. 
Employees of every character, 65 years or 
older, are not subject to the tax, and the tax 
stops when the age of 65 is reached. Hence 
it will be necessary for the employer to keep 
an accurate age record of every employee.
Compensation in excess of $3,000 per an­
num is not taxed. The tax must be paid on 
the full salary until the salary paid reaches 
$3,000, when the tax stops.
The tax upon both employer and em­
ployee is 1% for 1937, 1938 and 1939. A f­
ter that it increases ½% every three years, 
until 1949, when it reaches a final rate of 
3%.
The employer deducts from the employ­
ee’s pay the tax imposed on the employee, 
and at the time of making such deduction 
must give the employee a written statement 
of the amount thereof. The amount of tax 
taken out of the employee’s pay is not de­
ductible in the latter’s income tax return.
This tax becomes effective January 1,
1937, and the employer must submit a re­
turn, in quadruplicate, to the Collector of 
Internal Revenue each month thereafter, 
accompanied by payment of the 1% tax on 
the Employer and the 1 % tax deducted from 
the Employee’s pay. The first return, for 
the month of January, 1937, must be filed 
on or before February 28, 1937. For the 
six months ended June 30, 1937, the Em ­
ployer must file a return, in duplicate, show­
*Paper presented at the anniversary meeting of 
the Michigan Association , December 10, 1936.
ing the total amount paid out in taxable 
wages during said period, also separate re­
turns for each employee showing the total 
compensation earned during said period. 
A fter July 1, 1937, similar returns must be 
filed quarterly.
The taxes imposed for Old Age Pensions 
go into the General Fund of the Treasury 
the same as Internal Revenue collections.
The Act establishes an “Old Age Reserve 
Account” and there is appropriated to the 
account for each fiscal year, beginning with 
the year ending June 30, 1937, “ an amount 
sufficient as an annual premium to provide 
for the payments required under this title, 
such amount to be determined on a reserve 
basis in accordance with accepted actuarial 
principles, and based upon such tables of 
mortality as the Secretary of the Treasury 
shall, from time to time, adopt, and upon an 
interest rate of 3% per annum, computed 
annually.”
“Such portion of the amounts credited to 
this account as, in the judgment of the Sec­
retary of the Treasury, are not required to 
meet current withdrawals, shall be invested 
in interest-bearing obligations of the United 
States, or obligations guaranteed by it as to 
principal and interest. Such obligations 
shall be acquired on such terms as will yield 
not less than 3%. Special obligations may 
be issued exclusively for this account at 3% 
interest.”
Upon reaching the age of 65, the employee 
will receive a monthly pension, if he stops 
working, based on the total salary or wages 
earned from January 1, 1937, on which tax 
has been paid, to time of retirement, as fol­
lows :
First $3,000 .............  ½ of 1%
$3,000 to $45,000... 1/12 of 1%
Over $45,000 ...........  1/24 of 1% 
Maximum monthly pension $85.
If  the employee dies before reaching the 
age of 65, his estate will receive 3½% of 
the taxable salary or wages earned after 
January 1, 1937.
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Second—As to Unemployment Insur­
ance.
This is a tax on employers only, but 
does not apply to those employers who have 
on their payroll less than 8 employees.
The tax is effective for the full calendar 
year of 1936, the rate being 1% on all 
salaries or wages earned. For 1937, the 
rate will be 2%, and 1938 and following 
years 3%. The tax is paid on the entire 
salary, irrespective of the amount, and 
there is no limitation on employee’s age.
Salaries and wages mean all remunera­
tion exempt from the tax are the same as 
money or something other than money, 
and includes commissions, fees, bonuses, 
food, lodging, tips, etc.
The classes of employment compensa­
tion exempt from the tax are the same as 
those in the Old Age Pension section of 
the Act.
Returns for 1936, on Form  940, must 
be filed with the Collector of Internal 
Revenue, on or before January 31, 1937, 
accompanied by the tax. If  desired, tax 
may be paid in quarterly installments. If 
the State in which the employer is located, 
also has an unemployment insurance law, 
the amount of tax paid the State may be 
deducted from the amount due the Federal 
Government up to 90% of the latter.
If a State law provides a tax on labor 
wages which are exempt under the Federal 
Law, such as farm  labor, domestic service, 
etc., credit for State tax paid must be re­
duced by the tax paid the State on such 
labor.
All money paid the Federal Government 
on account of this tax goes into the general 
Treasury as ordinary receipts and is not 
set aside as a reserve.
All moneys collected by states which 
have unemployment insurance laws must 
be turned into the U. S. Treasury im­
mediately. Such moneys are credited on the 
Treasury books to an Unemployment Trust 
Fund.
A State can withdraw from this fund, 
upon proper requisition, but not in excess 
of the amount to its credit, such amounts 
as it may require to be used “solely for 
compensation, exclusive of expenses of ad­
ministration.”
Cash in the fund not required for cur­
rent withdrawals shall be invested by the 
Secretary of the Treasury in U. S. securities.
The balance of the credit of each State 
shall be credited quarterly with its propor­
tionate part of interest earned during the 
quarter.
The Act provides an annual appropri­
ation of $49,000,000 for the purpose of 
“assisting the states in the administration 
of their unemployment compensation laws.”
From the above, it will be seen that 
those states that have no unemployment 
compensation laws will receive no money 
for unemployment insurance, and that all 
money collected by the Federal Govern­
ment on the unemployment tax in such 
states will go into the general Treasury and 
be included in current revenue.
Municipal Accounting and Auditing
The subject of Municipal Accounting 
and Auditing is too extensive to be covered, 
even superficially, in the limited time avail­
able, but I do want to speak briefly on 
two elements of the problem which, I 
think, are of the utmost importance in 
safe-guarding the public funds and the in­
curment of obligations.
My opinion is based on twelve years’ 
experience as Deputy Controller of the 
City of Detroit, ten years as Auditor of the 
City of Baltimore, and two years as Senior 
Accountant on President T aft’s Commis­
sion on Economy and Efficiency.
First—The Tax Rolls or Ledgers: The 
amounts entered on these records represent 
the principal source of revenue for the 
conduct of the Municipal Government and 
are accountable for by the collecting officer, 
who is charged with the sum total of the 
tax levy and credited as the moneys are 
collected or the delinquent items trans­
ferred to some other collecting official.
When the tax is levied, it becomes an ac­
count receivable of the municipality and 
the same vigilance should be pursued in 
determining that all moneys collected were 
accounted for, all other credits properly 
entered, and that the total of the unpaid 
items was in agreement with the balance 
of unpaid receivables.
Too often, this proof, due to the large 
number of items involved, is not estab­
lished, and sooner or later is apt to cause 
an embarrassing situation.
The City of Baltimore has upward of
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500,000 accounts on its tax ledgers, and, 
including paving and water taxes, some 13 
different tax rates. By the system evolved 
in that City, an absolute proof has been 
effected of every entry on the books.
I recall one instance where I made a 
municipal audit some years ago, where no 
proof had been made of the tax collector’s 
accounts, and I found him to be short over 
$20,000, all of which he made good, al­
though it was my opinion that the collector 
had not taken the money, but rather some 
of his employees. The stealings had been 
going on for a number of years, but had 
not been discovered because of the loose 
system in vogue, and the failure to prove 
the books,
I have had similar experiences in other 
cities, and only want to emphasize the 
great importance of a perfect control over 
municipal tax rolls.
Second— On the Incurment of Obliga­
tions : Every municipality operates on a 
budget system by which appropriations are 
made, usually in detail, for the various 
activities of the government. These appro­
priations are generally classified under 
headings of Salaries, Supplies and O rdin­
ary Expenses, Maintenance of Streets, 
Sewers, Public Buildings, etc., and Public 
Improvements. It is a common occurrence 
for appropriations to become exhausted be­
fore the year has expired simply because 
no attempt was made to record obligations 
incurred when the supplies or work were 
ordered, and ascertainment then made as 
to the availability of funds to meet the ex­
penditure.
To illustrate: An appropriation is made 
for the erection of a public school, the total 
cost of which may be embraced in more 
than one contract. Estimates are submitted 
by the contractor as the work goes on, but
when the final bill comes in there is not 
sufficient balance in the appropriation to 
meet the obligation.
To meet this condition, which I found 
to be a frequent occurrence when I was 
Deputy City Controller of Detroit, I 
secured from the State Legislature an 
amendment to the City Charter requiring 
the certificate of the City Controller on all 
contracts for public work that funds were 
available to meet the obligation, the con­
tract to be invalid without such certificate. 
At the same time the amount of the con­
tract was charged to the appropriation, and 
a reserve set up to meet the bills as 
rendered. From that time on, at least dur­
ing my incumbency, there was no trouble 
with overdrafts.
Baltimore goes even farther than we did 
in Detroit, and charges up all purchase 
orders for supplies, setting up a similar re­
serve, or as they call it “encumbrance.” 
Every month the City Comptroller presents 
to the Mayor a detailed statement of the 
condition of every account in the appro­
priation ledgers. This statement covers 10 
pages, each page 12 x 15 inches, and is a 
complete picture of the appropriations and 
funds for the year up to the date of the 
statement.
As the result of this control, and the 
determination of the Mayor and other city 
officials to live within the income, the City 
of Baltimore has, throughout the depres­
sion, met every obligation as it matured, 
and has established a credit standing 
throughout the country not exceeded by any 
municipality.
I think no phase of Municipal Account­
ing is more important or of greater value 
to a municipality than the establishment 
and maintenance of a complete control 
over its obligations against appropriations.
God, Thy People Are Mad!
by S t a f f  M e m b e r  o f  a  C.P.A.
TH E  Lord looked down on His world in this year 1936. He had decided to 
let His people shift for themselves for a 
while—to throw them on their own, so to 
speak. But first He was going to investigate 
the world and see just how things were 
running. He called His very best Investi­
gating Angel, who had been a brilliant G 
Man here on earth in his day. “Go down 
to earth,” He said, “and bring me a report 
of the conditions there. How are my 
people living? Is there contentment and 
peace and plenty ? The time has come for a 
checking. Find out for me if there are any
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who recall what I gave to them so long ago 
and whose lives are patterned after His 
example. Find out if the selfishness and 
greed that was so prevalent then has in any 
way lessened. Give me all the true facts of 
the case and I shall rest my decision on 
them. Go.”
So the G Man Angel came to earth. He 
had always dreamed of traveling in some 
beautiful, warm, sunny country so he de­
cided to go to a land of romance and 
laughter where these good things were 
abundant. He entered into the country and 
stood for a minute drinking in its beauty. 
At last he was free to roam where he had 
always longed to go, something he had not 
been able to do during his sojourn on earth 
due to the necessity of always being on 
hand, alert and brave, trying to clean up his 
country from the criminal menaces that 
were so surely polluting it. In fact, it was 
due to his bravery that he had been forced 
to leave the earth and his loved ones and 
abide forever with his God.
Distant rumblings awoke him rudely 
from his dreams. Those rumblings sounded 
familiar. They took him back to the period 
when all the world was battling. Fighting 
for something—he never really knew what, 
but he had done his small part then. He 
had seen his friends and neighbors blown 
to bits by grim-faced boys who only did it 
to keep from being blasted to eternity them­
selves.
He walked toward those noises and saw 
confusion, bloodshed and heartache. He 
saw the capital city, still whole and beauti­
ful but trembling with impending disaster. 
People of the same blood fighting each 
other furiously— for what ? He passed into 
the city. His heart ached for the wives, 
mothers and sisters of these men, who had 
to wait in suspense every day until their 
husbands, sons and brothers came home, 
but, to his astonishment, in the ranks of the 
fighting men he saw the women also. Side 
by side with the men they were armed for 
action. How could he tell his God all this ? 
He could see no happiness, no plenty and 
certainly no peace here.
Heavy-hearted, he started down the 
street. He passed by one of the beautiful 
churches of the city. The door was slightly 
open. He went inside. There kneeling at 
the altar was an old woman. On the other
side were four frightened children. The old 
woman’s trembling lips were softly breath­
ing a prayer. The Angel crept closer and 
listened. “Oh God,” she prayed, “If  Thou 
has forsaken us, we deserve it. God, thy 
people are m ad !” And she fell to the 
ground moaning. The children giving cries 
of terror ran out of the church.
So this was his much dreamed of, once 
happy country. Greed, sorrow, and un­
happiness, all were here. Perhaps there 
were those who remembered God, but they 
were too busy now defending themselves 
from their own people to think of Him.
Sadly the Angel departed. His next trip 
was to another warm and sunny place he 
had dreamed of visiting some day.
This country was still celebrating her 
victory of a while back. Slowly she was 
forgetting those lives lost to bring her that 
victory. Only the families and friends re­
membered. She was already planning other 
things wider in scope.
The Angel spent even less time there and 
the next place he went he saw the figure of 
a little man, dressed in fine clothes but 
seated on a bench with a hand over his 
eyes. Suddenly he arose and fell or his 
knees. “Oh God,” he prayed, “my people 
are taken from me. Foreign feet tread on 
the soil of my fathers—all help was denied 
me. God, have thy people gone mad ?”
So the Angel left and traveled to all the 
far corners of the earth. H e found a nation 
building itself up in wealth, man power and 
fighting machines and boasting to the world 
that it did not need a God to care for it. It 
was self-sufficient and all powerful. I t was 
ready for any foe that should attack it. He 
found discontentment, unrest, sorrow and 
bitter rivalry between nations. More than 
once he heard an aching heart cry “Oh God, 
Thy people are mad !”
In some places, however, he found faint 
rays of hope. H e found some people who 
remembered God’s sacrifice of long ago. At 
these times his heart would be lifted up and 
he would try  to forget all the ugly things 
he had seen.
God called the Angel to him. “W hat is 
there in the world ?” He asked. “Thou has 
followed me, oh God, and Thou knowst,” 
said the Angel. And God wept as a Mother 
weeps over her sick child and slowly turned 
away.
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Wisconsin Regulatory Law 
Constitutional
No. 103
August Term— 1936 
S t a t e  o f  W i s c o n s i n  : 
i n  S u p r e m e  C o u r t  
Edwin L. W angerin et al., Appellants, 
vs
Wisconsin State Board of Accountancy 
et al., Respondents.
A p p e a l  from an order of the circuit 
court for Dane county: A. G. Zimmerman, 
Circuit Judge. Affirmed.
This suit was begun on January 13, 1936, 
by Edwin L. W angerin, George Heiser, 
Jr., Ray M. Nosseck and William Sidney 
Schmidt, plaintiffs, on their own behalf and 
on the behalf of all others who sustain a 
like relation against the defendants, Clar­
ence H. Lichtfeldt, F rank A. Yindra and 
Fred C. Kellogg who constitute the W is­
consin State Board of Accountancy, as 
defendants, to enjoin the enforcement of 
Chapter 481 of the laws of 1935, being 
chapter 135 of the Wisconsin statutes. 
From the order entered on April 16, 1936, 
sustaining the defendants’ dem urrer to the 
complaint, the plaintiffs appeal.
R O SEN B ERR Y , C. J. The practice of 
accounting was first regulated in this state 
by the enactment of chapter 337 of the laws 
of 1913 (secs. 1636-202 to 1636-211). By 
that act a state board of accountancy was 
created with authority to hold examina­
tions and to issue certificates entitling the 
holders thereof to practice as “certified 
public accountants.” The board was given 
authority by the act to revoke a certificate 
for “unprofessional conduct or other suf­
ficient cause.” The act provided that if any 
person should represent himself to the pub­
lic as having received the certificate pro­
vided for by the statute or should assume 
to practice as a certified public accountant, 
a certified accountant, a chartered public 
accountant, a chartered accountant or to 
use the abbreviation C .P.A . or any other 
words, letters or abbreviations of similar 
import without having received a certifi­
cate to  practice as a certified public ac­
countant, he should be deemed guilty of a
misdemeanor and might be punished by 
fine or imprisonment or both.
It is conceded that the act was a valid 
enactment. Lehmann v. State Board of 
Public Accountancy (Ala., 1922), 94 So. 
94, State v. De Verges (La., 1923), 95 So. 
SOS, Henry v. State (Tex., 1924), 260 S.W. 
190, People v. Marlowe (1923), 203 N.Y.S. 
474.
Chapter 337 of the laws of 1913 was sup­
planted by chapter 481 of the laws of 1935, 
which became ch. 135 of the Wisconsin 
statutes and will hereafter be so referred 
to. The 1935 law appears to be a very 
carefully drafted act. Sec. 135.01 provides 
for the creation of the “Wisconsin State 
Board of Accountancy” to be composed of 
three persons and vested in the board when 
created certain powers not necessary to be 
described here and made certain provisions 
as to the manner in which these powers 
were to be exercised. Section 135.02 is an 
elaborate definition of what is meant by 
practicing as a public accountant.
A consideration of the provisions of this 
section discloses that anyone who holds 
himself out to the public as one skilled in 
the knowledge, science and practice of ac­
counting and is ready to render profession­
al service as an accountant for compensa­
tion brings himself within the provisions 
of the statute. Subsections (2 ), (3 ), (4), 
(5 ), (6) relate to particular ways in which 
a person may so hold himself out. Subsec. 
(7) permits the employment of non-licensed 
persons by one who is himself a certified 
public accountant or a public accountant. 
Subsec. (8) excepts attorneys from the op­
eration of the chapter. In view of the claims 
made by plaintiffs, subsection (9) is im­
portant. It provides:
“Nothing contained in this chapter shall 
apply to any persons who may be employed 
by more than one person, partnership or 
corporation, for the purpose of keeping 
books, making trial balances or statements, 
and preparing audits or reports, provided 
such audits or reports are not used or is­
sued by the employers as having been pre­
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pared by a public accountant.”
Subsection (10) relates to accountants 
from other states practicing within this 
state.
Section 135.03 (1) prohibits any person 
from practicing as a certified public ac­
countant until he has complied with the 
provisions of the chapter. Subsec. (2) pro­
hibits any person from practicing as a pub­
lic accountant without having been granted 
a certificate of authority. Subsec. (3) re­
lated to practice by corporations and their 
officers.
Section 135.04 provides that no certifi­
cate as a certified public accountant shall be 
granted to any person except one over the 
age of twenty-three years and of good mor­
al character, who has successfully passed 
an examination. Subsec. (3) relates to 
holding examinations. Subsec. (4) pro­
vides that anyone seeking a certificate as 
a certified public accountant must have 
completed four years high school course 
or its equivalent, had at least three years 
accounting experience and provides that a 
sufficient technical education may be ac­
cepted in lieu of a certain amount of ac­
counting experience.
Section 135.05 relates to the issuance of 
certificates to persons from other states or 
foreign states. Sec. 135.06 (1) provides:
“The board shall issue a certificate of 
authority to practice as a public accountant 
to each individual who applies before De­
cember 1, 1935, who presents evidence of 
good moral character satisfactory to the 
board, and
(a ) W ho furnishes satisfactory evidence 
he was maintaining an office in the state for 
the practice of public accounting on his or 
her own account at the date of the taking 
effect of this chapter; or,
(b) Who for four years has been in re­
sponsible charge of accounting engage­
ments in the state of Wisconsin as an em­
ployed member of the staff of a certified 
public accountant or a public accountant, 
or of a firm of certified public accountants 
or public accountants; or,
(c) Who, in the opinion of the board, 
has had four years’ experience equivalent 
to that specified in paragraph (b) of this 
subsection.”
Subsections (2) and (3) relate to cer­
tificates issued to firms and corporations.
Section 135.07 specifies the conditions 
under which one may use the title of C.P.A. 
Section 135.08 relates to the annual regis­
tration. Section 135.09 prescribes the fees 
to be paid. Section 135.10 requires any cer­
tified public accountant or public account­
ant who makes a report, schedule or state­
ment for a corporation in which he has an 
interest, to disclose that interest. Section 
135.11 relates to the penalties for violation 
of the act. Section 135.12 relates to the 
revocation of licenses and registration 
cards.
Plaintiffs contend that chapter 135 is 
unconstitutional because (1) it is an un­
lawful and arbitrary exercise of the police 
power; (2) it delegates legislative and ju ­
dicial powers to the board; (3) it is class 
legislation; and (4) it is an invasion of 
the right to be free from unlawful search 
and seizure.
It appears from the allegations of the 
complaint that the plaintiffs were entitled 
to be registered as public accountants upon 
application any time before December 1,
1935. Plaintiffs do not claim that they ap­
plied for registration or that it was denied 
them upon any ground or for any cause 
whatever. They are therefore not in a 
position to question the validity of those 
provisions of the statute relating to fixing 
of standards, examinations, revocation of 
licenses, etc. Arnold v. Schmidt (1913), 
155 Wis. 5 5 , 143 N. W. 1055, Milwaukee v. 
Rissling (1924), 184 Wis. 517, 199 N. W . 
61.
The plaintiffs have, however, raised the 
question of the validity of the statute as a 
whole. Their principal contention is that 
the practice of accounting is not subject to 
regulation by the state because accountancy 
does not affect the public welfare and the 
act is therefore an unlawful and arbitrary 
exercise o f the police power which in­
fringes the freedom of contract. Plaintiffs 
rely upon three cases: State ex rel. Short 
v. Riedell (1925), 109 Okla. 35, 42 A.L.R. 
765, Frazer v. Shelton (1921), 320 Ill. 253, 
43 A.L.R. 1086, and Campbell v. McIntyre 
(1932), 165 Tenn. 48, 32 S. W . (2d) 162.
Campbell v. McIntyre follows Frazer v. 
Shelton. All m atters urged in State ex rel. 
Short v. Riedell are considered in Frazer 
v. Shelton. W e shall therefore confine our
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consideration to the holding in Fraser v. 
Shelton. There are some significant differ­
ences in the law of Illinois and the pro­
visions of chapter 135. The Illinois law 
made it unlawful for any person to practice 
or attempt to practice as a public account­
ant or certified public accountant without 
a certificate of registration. It then defined 
public accounting as accounting or audit­
ing service as distinguished from book­
keeping on a fee basis, per diem or other­
wise for more than one employer. Chapter 
135 provides that one who holds himself 
out to the public as skilled in the knowl­
edge and science of accounting shall be 
deemed to be practicing accountancy, 
which, is quite a different thing. No one 
is prohibited by chapter 135 from render­
ing any service he chooses as a bookkeeper 
and may make such statements as his em­
ployers desire him to make provided his 
employers do not use these statements as 
having been prepared by a public account­
ant. It is only when a person holds himself 
out to the public as one qualified to practice 
accountancy as defined in the statute that 
he comes within it. There is another defect 
in the Illinois law. The court sa id :
“An examination of the act shows that 
no provision is made for licensing any citi­
zen of Illinois as a certified public account­
ant who was not such at the time the act 
went into effect. . . . Section 4 of the act 
provides that any one who shall receive a 
certificate of his qualifications to practice 
as a Certified public accountant under the 
act may be known and styled as such, and 
no other person may assume the title or 
use the insignia thereof, either by words or 
letters. Under the act the only persons, 
other than those holding foreign certifi­
cates, who may receive certificates as cer­
tified public accountants, are those who 
were certified public accountants on Oc­
tober 1, 1925. . . . The fact that under this 
act no citizen of Illinois not now a certified 
public accountant can become such, clearly 
demonstrates a special privilege accorded 
to those who are allowed to hold themselves 
out as certified public accountants and a 
discrimination against those who are not 
allowed so to do or to become certified pub­
lic accountants. This discrimination is not 
founded on any reasonable basic classifica­
tion.”
All qualified persons seeking a license as 
certified public accountants are entitled to 
receive it upon compliance with chapter 
135. The chapter makes provision for 
those already engaged in the practice of 
accountancy as prescribed therein who do 
not seek a license as certified public ac­
countants by permitting them to practice 
as public accountants. By the terms of the 
act all those who were engaged in the pro­
fession of public accounting when the act 
took effect are entitled to certificates of au­
thority. In making provision for those al­
ready engaged in the practice of account­
ancy, the legislature followed a well estab­
lished precedent. The same thing was done 
as to physicians, chapter 264, laws of 1897; 
as to dentists, chapter 129, laws of 1885; 
as to pharmacists, chapter 167, laws of 
1882 ; as to chiropractors, chapter 408, laws 
of 1925; as to chiropodists, chapter 550, 
laws of 1917; as to barbers, chapter 191, 
laws of 1903. Such statutes are valid. W at­
son v. Maryland (1910), 218 U. S. 173.
Plaintiffs complain because as they say 
they are demoted in their business if they 
seek certification as public accountants; 
that by obtaining such a certificate they are 
assigned to an inferior position in the pro­
fession. I f  they are so assigned it is be­
cause of their qualifications, not because 
of the statute. If they are qualified they 
may be licensed certified public account­
ants and take what they apparently re­
gard as first rank in the profession. The 
statute might very well have required all 
persons who sought to practice public ac­
countancy to comply with the statute and 
procure a license. The right to be certified 
as a public accountant is something in the 
nature of a privilege and a recognition of 
an existing status. Plaintiffs cannot com­
plain because they are not given a status to 
which their qualifications do not entitle 
them.
The Supreme Court of the State of Illi­
nois in Fraser v. Shelton, supra, reached 
the conclusion that the statute there under 
consideration was unconstitutional because 
it forbade an one who had not received a 
certificate as public accountant from the 
department of registration and education 
to work at the business of accountancy for 
more than one person and deemed that an
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unwarranted regulation of private business. 
The court said:
“W e do not say that it is beyond the 
power of the General Assembly to enact a 
statute requiring that no one shall use the 
term ‘certified public accountant’ or the 
term ‘public accountant’ without having 
met the requirements of such an act. . . . 
There is, as we view it, however, a wide 
difference between acts of such character 
and one which provides that no one who 
has not received a certificate as public ac­
countant from the department of registra­
tion and education shall be allowed to work 
at the business or occupation of account­
ancy for more than one person. Such an act 
does not spring from a demand for the pro­
tection of the pubic welfare, but is an un­
warranted regulation of private business 
and the right of the citizen to pursue the 
ordinary occupations of life.”
The prohibition in the Illinois statute is 
much broader than that contained in chap­
ter 135, which is set out supra (Sec. 135.02 
(9 ).
A person may under contract act as book­
keeper for as many persons or firms as he 
chooses. It is when he holds himself out to 
the public as one skilled in the profession 
of accounting that he comes within the 
statute. So far as we are able to discover no 
similar provision was embodied in the stat­
utes under consideration by the Supreme 
Court of Illinois. Chapter 135 leaves the 
occupation of a bookkeeper untouched. A 
bookkeeper can do anything now that he 
could do before the chapter was enacted ex­
cept that he cannot represent himself to be 
a public accountant. He can render the same 
service to his employers as any other ac­
countant may render but it cannot be put 
before the public as work of a public ac­
countant or a certified public accountant. 
Chapter 135 deals solely with the relation 
of the practice of accountancy to the public, 
not to private individuals and firms. In Fra­
z er v. Shelton, supra, the court made a study 
of several acts in different jurisdictions and 
it appears that there are statutes relating to 
accountancy in Louisiana, Maryland, Michi­
gan, North Carolina, Tennessee, Massachu­
setts, Pennsylvania and New York. W e call 
attention to this fact as indicating that the 
legislatures of the various states consider 
that the business of accountancy should be
regulated in the public interest. As pointed 
out in the briefs of counsel the field of ac­
countancy has become greatly enlarged and 
much more important than formerly. We 
now have income tax laws, estate and in­
heritance tax laws, legislation on the sale of 
securities—blue sky laws, social security 
legislation and unemployment insurance 
with payroll taxes, bank legislation, real 
estate brokers’ laws, unfair trade practice 
acts, besides all of the work done by ac­
countants in the field of rate regulation, in­
surance practice, public utility rates, sale of 
securities, largely resting upon the reputa­
tion of the accountants who do the account­
ing, and many other aspects of the matter 
which make the whole subject of public ac­
countancy a proper field for the exercise of 
the police power in the interest of the public 
welfare.
This court has taken a somewhat different 
view than the Supreme Court of the State 
of Illinois in relation to police power mea­
sures. Compare People v. Griffith ( Ill. 
1917), 117 N. E. 195, relating to the prac­
tice of optometry with Price v. State 
(1919), 168 Wis. 603, 171 N. W . 77, relat­
ing to the same subject. I t is by no means 
certain that the Supreme Court of Illinois 
would hold an act like chapter 135 invalid.
By the Court.—The order appealed from 
is affirmed.
A Union Pacific shopman had been drawn 
on a Federal grand jury and didn’t want 
to serve. W hen his name was called, he 
asked Judge Pollock to excuse him. “We 
are very busy at the shops,” said he, “and 
I ought to be there.”
“So you are one of those men who thinks 
the Union Pacific couldn’t get along with­
out you,” remarked the judge.
“No, Your Honor,” said the shopman. 
“I know it could get along without me, but 
I don’t want it to find it out.”
“Excused,” said the judge.
— Topeka Capital.
There is one sure way of never meet­
ing disappointment. Always go around look­
ing for trouble.
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Fort Worth Question Box
Annual Meeting, October 17, 1936
Mr. R. H. L e s h e r :  A short time back 
the Treasury Department brought out some 
new regulations. I wonder if Mr. Springer 
could give us any light on that matter. They 
were the most drastic that have ever been 
sent out.
S e c r e t a r y  S p r i n g e r  : To w h ic h  do you 
refer ?
M r . L e s h e r :  They were with refer­
ence to anybody appearing before the Trea­
sury Department, as to their qualifications.
S e c r e t a r y  S p r i n g e r :  Well, you are 
speaking about their being more drastic. I 
think we sometimes use that word in a 
rather peculiar sense. Shortly afte r the 
first Securities Act was passed and it was 
put in charge of the Federal Trade Com­
mission, there were a good many of the ac­
countants who had in mind the fact that 
they were being loaded down with some 
responsibilities that were rather onerous. I 
think the accountants will agree that the 
act itself did not require of the accountants 
any greater care than the practitioner had, 
of his own volition through a period of 
years, used as an argument why he should 
be employed, because he was independent 
and because he did render a careful service. 
The certified public accountants throughout 
the country had based their claim on the op­
portunity which business offered, on the 
service which business demanded, and on 
the fact that they had been rendering iden­
tically the same type of service which those 
securities regulations required. But when 
it was put into verbiage and we were told 
that we must do it and that if we didn’t do 
it we were to be held responsible, we felt 
that perhaps a great injustice had been done 
us.
I don’t believe that today the profession 
as a whole looks askance to the same ex­
tent that it then did on those regulations. 
I think that most of the accountants are of 
the opinion that they tended to stir up the 
profession to a realization of its responsi­
bilities as well as of its opportunities and 
that it really put the profession in a posi­
tion where for the first time it could say to 
the possible client, “You can’t tell me what 
I have to do because I am now in a posi­
tion where my responsibility goes beyond 
the client to the government, due to the 
fact that the government represents the pub­
lic and the public is interested in every re­
port or may be interested in every report 
which is presented.”
So, by and large, the profession was 
benefited by that which we called very dras­
tic pronouncements at that time. I feel 
somewhat the same way with regard to 
Treasury Department rulings. I think that 
the changes that were made are all in the 
interest of a better professional standard.
M r . J. W. R o b in s o n  : Why make an ac­
countant swear to the income statement ? W e 
could say the statement of the auditor is 
sufficient.
S e c r e t a r y  S p r i n g e r  : Perhaps. On the 
other hand, it does put him in the posi­
tion where he can say to his client, if he 
wants to, that he has to do a more thor­
ough job before he will do that, and it 
will cost the client more money. I know 
accountant after accountant who has in­
creased his charge and is getting it by rea­
son of that fact. It has increased his in­
come very materially. That is the very posi­
tion that you can take. There are a lot of 
accountants who make audits that are good 
enough, so far as they go, but they don’t 
go far enough, and we are really taking our 
reputation in our hands when we sign the 
report.
Mr. R o b in s o n  : As much so as when 
we swear to it?
S e c r e t a r y  S p r i n g e r :  Yes. So far as 
that is concerned, I don’t know that it makes 
much, if any, difference. That reverts to 
the old statement that a man’s word should 
be as good as his bond. I think that is true, 
and yet at the same time, you haven’t quite 
as good an argument when you go to your 
client and want more money for the service 
that you are going to render if you haven’t 
changed your mode of operation as you 
have when you go to him and say, “Now, 
here, the government says I have to do it. 
I have to do more work for you and it is 
going to cost you more money.”
Mr. R o b in s o n  : The question is how 
we can get by with it.
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S e c r e t a r y  S p r i n g e r  : There is a point 
there, but at the same time let me tell you 
a story on this question of getting by with 
it. There was a certain State about a year 
ago that wanted an audit made. They sent 
out invitations to a large number of con­
cerns to make bids on the audit. That 
State did not, as a m atter o f fact, have 
accountants with large enough staffs suited 
to make the audit required in the time that 
could be allowed. There were a number of 
accountant organizations that made their 
propositions. The State Commission finally 
reduced those to three, and sent for the rep­
resentatives of those three. Two of them 
were what we call national concerns. One 
of them was hardly to be dignified by the 
term of national concern, although it does 
have a couple of branch offices. All three 
appeared at the capitol at the designated 
time. One by one they went into the com­
mission that was to order the audit. They 
told their stories as to what they proposed 
to do and what they proposed to charge.
It so happened that in the order of draw­
ing the last of the three to go in was the 
representative of the smallest of the three, 
so far as size of organizations went. When 
the commission had gotten through ques­
tioning the chairman of the commission 
said, "W e  ought to get a definite maxi­
mum figure as to what that audit will cost. 
You have made no such provision in your 
offer. You have made a good presentation. 
W e like what you have told us, but will 
you put into your contract a definite maxi­
mum figure?”
“No,” was the reply.
“Well, why not?”
“I ’ll tell you. I am not in the accounting 
work for my health. I want to make a 
profit. I want pay for my time. I haven’t a 
staff that is sufficiently large and I haven’t 
a bank account sufficiently large so that I 
can afford to take a loss. I know how to 
make an audit. I will give you a good job 
and those are the terms on which I will do 
it. I would be perfectly willing to tell you 
that I anticipate it wouldn’t cost over a cer­
tain amount, but it would have to be a very 
loose statement. I f  I had a bank account 
that would permit me to take a loss every 
now and then because of the fact that I un­
derestimated as to how poorly your books 
were kept and how much of an outside
check I would have to make it would be 
different.”
There was a lot more that went on back 
and forth, but that was the basis of his 
contention. W hen the discussion was all 
over he was the accountant who got that 
job, although both of the others had given 
a maximum figure. They said to him, 
“Come in tomorrow and we will make a 
contract.” A fter the contract had been 
made the chairman of the commission said, 
“Maybe you would just like to know what 
struck us in your presentation that settled 
the question.”
“Yes, of course, I would be pleased to 
know.”
“W hen you told us that you weren’t in 
the accounting game for your health and 
that you expected a fair compensation and 
furtherm ore when you told us (what I 
haven’t yet told you he said) that you 
would render a service from your own per­
sonal standpoint, we made up our minds 
that any fellow who was looking out for his 
own interests that carefully would look out 
for our interests carefully. That is the rea­
son we gave you the job.”
I don’t say that everybody has the gift 
of salesmanship to that extent, but I do 
say that, by and large, the profession has 
nobody but itself to blame for a lot of the 
poor fees which have been received by the 
accountants in the last few years. The 
rules of the sort to which you refer, which 
give the profession a background against 
which it can argue for its rights, are in the 
interest of the profession.
M r . R o b in s o n :  The point is that it 
lowers the dignity of the profession. No 
other professions are required to swear to 
a certificate.
S e c r e t a r y  S p r i n g e r  : I think that most 
have somewhat similar statements to give. 
You must understand that what you are do­
ing is presenting a statement of fact. I 
don’t think it is looked upon as lowering 
your dignity. I don’t think that is the pur­
pose of it at all. In  fact, I have heard gov­
ernment officials say that some of these 
things, if utilized in the right way, gave the 
profession an opportunity to fortify itself 
as it hasn’t been able to do in any other 
way.
M r. L e s h e r  : W hat I  was trying to get 
over concerned more the Treasury Depart­
726 THE CERTIFIED PUBLIC ACCOUNTANT December,
ment. A new set came out a week or two 
ago and said, for instance, if a man had 
knowledge in his working papers of any 
fact that his client might have left out in 
paying his income tax, or if he was a waiver 
man he couldn’t appear before the T rea­
sury Department and practice or he 
couldn’t practice with any man who had 
been disbarred, requirements along that 
line.
S e c r e t a r y  S p r i n g e r :  That was con­
cealing of facts, wasn’t it?
M r. L e s h e r :  Some of them were. A 
man who got his certificate by waiver is 
not eligible now to come in and register 
before the Department to practice.
S e c r e t a r y  S p r i n g e r  : The theory is 
that there has been no genuine waiver since 
1921. The last original waiver in this coun­
try was in 1923, thirteen years ago. The 
question arises as to how long a chap ought 
to be in public practice without having had 
any occasion to practice before the T rea­
sury Department. I f  he hadn’t had any oc­
casion to practice during that period of 
years, isn’t it an indication that he hasn’t 
kept up as he should with Treasury deci­
sions and advancing conditions? If  fifteen 
years has passed without application hav­
ing been made, isn’t it perfectly proper to 
require him to take the examination which 
they give to show that he is familiar with 
present-day conditions and they register, 
him in that way. I leave it to you. I think 
there is something to it.
M r . L e s h e r :  They go contrary to the 
accountant’s rights when they require that 
if his papers contain any knowledge of a 
misstated fact, it becomes necessary for 
him to present that or become personally 
liable.
S e c r e t a r y  S p r i n g e r :  Well, doesn’t 
that strengthen his position ?
Mr. L e s h e r :  A lot, yes, but it is a d if­
ferent stand entirely from what has been 
held, that the working papers become the 
private property of the client and the ac­
countant.
S e c r e t a r y  S p r i n g e r  : No, sir. There is 
no decision that says that those papers are 
the private property of the client. The only 
State Supreme Court decision that we have 
is to the effect that they are the property 
of the accountant subject to the right of 
inspection by the client. But that is fun­
damentally based, isn’t it, on the theory 
that the withholding of a fact is equally 
of the same importance as the presenta­
tion of a false fact?
As I said this morning, I have never 
seen any rule that was 100 per cent good. 
I think that these rules will do the profes­
sion more good than damage.
Mr. L. R. S p r o l e s  : Are the restrictions 
on contingent fees good or bad?
S e c r e t a r y  S p r i n g e r :  So far as the 
Treasury Department’s restrictions on con­
tingent fees are concerned, they are merely 
that if they are disclosed they are all right. 
They don’t object any more than the law 
does to the contingent fee that is disclosed.
I want to make certain that if some of 
you have some questions that you want to 
put to Mr. Blough, you will get the oppor­
tunity. I told you this morning that he is 
not with us for the purpose of making any 
presentation, but he is the Chief Accoun­
tant of the Securities and Exchange Com­
mission, and he has consented that if there 
are questions relating to that work he will 
be glad to answer them.
Mr. J. S . S e id m a n  : I should like to take 
advantage of Mr. Blough’s availability 
with respect to two items of the same na­
ture that developed in some filings that two 
different clients were interested in and be­
cause they are two items of the same na­
ture and were handled in the same way 
by the SEC and by different examiners, 
it indicates perhaps a policy that seems to 
clash with our version of accepted account­
ing principles.
An audit was made and a certificate ren­
dered as of a certain date, and subsequent 
to that date but prior to the filing of the 
A2, a change took place in the capitaliza­
tion of a company incident to the proposed 
financing. In both instances, the examina­
tion by SEC resulted in the finding of a 
deficiency based on the fact that the finan­
cial statements made no reference to the 
change in capitalization, although that ref­
erence had been made in the A2 itself. We 
were baffled somewhat as to the basis for 
the deficiency in view of the fact that in 
both instances the change in capitalization 
took place after the audit and after the 
date that the audit report had been sub­
mitted with the certificate. I wonder 
whether (and my impression is that it still
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is, in spite of the coincidence of the simi­
larity of the deficiency in both instances) 
that is merely the personal viewpoint of the 
examiner, perhaps inconsistent with what 
the profession might believe ought to be 
the case, or whether it is the viewpoint of 
SEC that if a change takes place after the 
report is submitted and the certificate 
signed, it is the duty of the accountant to 
follow through these changes as best he 
may and report them to SEC with respect 
to m atter subsequent to the date of the au­
dit or up to the date of filing.
Mr. C a r m a n  G. B l o u g h  : I am not fa­
miliar with either of the cases. I can’t say 
that there is any definite policy laid down 
with regard to revealing information which 
has been developed subsequent to the date 
of the report. But we do have the feeling 
that if conditions have changed after the 
date of the financial statement in such a 
way as to make the statement materially 
misleading as it stands, it should carry a 
footnote or in some other way reveal the 
changes that have subsequently taken place. 
I don’t think the accountant can be held 
responsible for failing to show changes 
with which he was not acquainted at the 
time of the filing of the statement and the 
ascertainment of which was not within the 
scope of his duties, but when he does know 
that certain facts exist, if they are signifi­
cant, at the time of filing the statement the 
additional information should be attached 
so as to make the financial statements not 
misleading.
You have stated that the changes in both 
instances took place after the report of the 
examination had been filed. I do not know 
how far the Registration Division has gone 
in this respect, but if the information is 
known before the statement becomes ef­
fective, I think we would take the position, 
on general principles, that it ought to be 
revealed, and if an amendment can be 
brought about it should be filed. In your 
case, since the accountant knew the facts 
at that time, and since the statement hadn’t 
become effective, it was proper material 
to get into the statement before it went out 
to the public who were to be solicited for 
the purchase of securities on the basis of 
that financial statement.
A fter all, in connection with these ac­
counting statements, we have taken a posi­
tion which has sometimes operated against 
good accounting practice, I am sorry to 
say. W hat I mean is that we are after a com­
plete revelation of material information, 
and in some instances we have felt that our 
authority under the act did not permit us 
to go to the extent of requiring the cor­
rection of accounting statements to comply 
with what we thought was the best ac­
counting practice so long as all the informa­
tion was completely revealed.
On the other hand, if someone has com­
plied completely with correct accounting 
practice but the statement still falls short 
of revealing all the material information, 
we think it ought to be amended. Does 
that answer your question? It isn’t a very 
satisfactory answer, I grant, but I don't 
know what case you refer to as I haven’t 
seen it.
M r. S e id m a n  : There is no question at 
all about the sacredness of the rule and the 
acceptability of the rule that if any change 
takes place after the date as of which the 
examination is made and up to the time 
that the audit report is submitted, infor­
mation that comes to the knowledge of the 
accountant ought to be disclosed. Also, 
on the forms that are prescribed by SEC 
any changes in capitalization, shall we say, 
that take place after the certificate date 
but up to the date of filing are automatical­
ly required to be disclosed. That is how 
SEC got the information. But I question 
the feasibility or practicability that would 
make it necessary for the accountant to 
make that disclosure or even whether he 
can make that disclosure in so far as it re­
lates to a fact that takes place when he is 
through with his engagement. That is the 
only point I am making. Putting it on a 
personal basis, we complied rather than 
raise a fuss about it. I t was a trivial, sim­
ple matter. We merely amended the cer­
tificate, but I should imagine that if that is 
the nucleus of a policy or a theory or de­
sire of the SEC, it would probably event­
uate in the submission of financial data, as 
an amendment, so that the accountant can 
bring himself current to the filing date and 
in that way include everything that has 
taken place up to that time.
Mr. B l o u g h  : Well, I think the only an­
swer to that is that we don’t want to be un­
reasonable, but when significant in forma­
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tion or a material fact of that nature has 
been omitted and it is known before the 
statement becomes effective, even though 
the accountant might not be liable if the 
statement goes out as he originally pre­
pared it, still, so long as the information is 
available and can be put in, even at that 
late date, it is desirable to do so. That is 
about as far as I would want to go right 
now in stating the policy on that.
M r . S e id m a n :  There is just one phase 
that affects the intraprofessional point of 
view with regard to not only questions of 
that sort but generally. The layman, be 
it the investor or the client, in matters of 
that sort, finding a deficiency that has to 
do with accounting matters, is prone to 
form the conclusion that the accountant 
either wasn’t acquainted with the require­
ments of the SEC or didn’t know his job 
generally. Those are the things that are 
perhaps a little more sensitive than the 
mere necessity for incorporating this ad­
ditional data.
M r . B l o u g h  : I  r e a liz e  th a t  th e r e  h a v e  
b e e n  o c c a s io n s  w h e n  th e  a c c o u n ta n t  w a s  
e m b a r r a sse d  b y  r e q u ir e m e n ts , e v e n  th o u g h  
h e  w a s  p o s s ib ly  n o t  in  a  p o s it io n  to  ta k e  
c a re  o f  th e  m a tte r  o r ig in a lly  a n d , a lth o u g h  
h is  s ta te m e n ts  a re  th e  p r o p e r  p la c e  fo r  
c e r ta in  fa c ts  to  a p p ea r , h e  m a y  n o t  h a v e  
b e e n  r e sp o n s ib le  fo r  th e  fa i lu r e  in  th e  f ir s t  
in s ta n ce .
M r . A. H. C a r t e r  : Don’t you think that 
on questions of this kind, regardless of 
your regulations, regardless of your de­
cisions, the language of the law and, I 
think, the intent of the law is to give a pe­
riod of time for the SEC to examine all 
the financial information submitted in the 
report, and the financial history. That pe­
riod of twenty days the law allows is for 
that purpose, isn’t it?
M r. B l o u g h  : Yes.
M r . C a r t e r :  Isn’t  it a fact that if you 
come into possession of material informa­
tion as a result of your examination dur­
ing these twenty days you demand a change 
in the registration statement without pen­
alty? That being consistently followed, it 
seems to me there should be no question in 
the mind of our practitioners that if they 
come into possession of any kind of infor­
mation, whether it be one day or twenty 
days after the certificate is signed, that in­
formation having a material bearing on the 
financial position, they are obliged to in­
form you.
Mr. B l o u g h  : I think I would if I were 
that practitioner.
Mr. C a r t e r :  I don’t think there is any 
question in my own mind (I  may be 
w rong)—I can’t see any possible way that 
we could fail to give that information if we 
come into possession of it. But it raises an­
other important point. I wonder if it 
wouldn’t be a good idea for the SEC ex­
aminer who goes through these statements 
with a spyglass, when he finds something 
that is new, for him to ask the accountant 
if he has heard of it. Human nature is the 
same in W ashington and in Texas, and ac­
countants are subject to human error in 
Washington and in Texas. W e don’t claim 
to be infallible. I do think there is a 
chance there for friendly, helpful, construc­
tive cooperation between the examiner and 
the accountant. I really think it is worth 
while. Maybe you are doing it.
Mr. B l o u g h  : I think there is a very 
good point to what you say. It is a mat­
ter that I have discussed at some length 
with representatives of our Registration 
Division. I am not administratively in 
charge of the examination of financial 
statements. I am called upon to settle con­
troversial questions that are brought up, 
and to settle differences with respect to ac­
counting principles which registrants and 
their accountants may have with the Reg­
istration Division. In  a number of in­
stances m atters have been brought to me by 
the examiners in the Registration Division 
with respect to which I felt there was prob­
ably something that ought to be amended 
but felt we had insufficient facts upon 
which to base a decision. Some of these 
cases were such that I felt I should have 
a frank expression of the accountant’s rea­
soning in the m atter before any deficiency 
was issued, so I have written to the ac­
countant informing him of our tentative 
objections and asking him to state his posi­
tion frankly.
In most of such cases there has been an 
amendment filed without any formal de­
ficiency.
I think that is well, and yet, on the other 
hand, the registration statement is filed by 
the registrant. There is an agent of service
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who is legally entitled to be advised of any 
deficiency found in the statement. The ac­
countant is not alone responsible for the 
financial statement. The registrant files 
the financial statement and is liable for it. 
And so if there is a deficiency, there is a 
serious question whether the registrant 
isn’t supposed to be advised promptly with 
regard to it and let him work the m atter out 
with his accountant. That has been the gen­
eral policy, but on doubtful points, as I say, 
I have taken it into my own hands to con­
sult with the accountant.
This last reason is responsible for the 
formal procedure of citing the deficiency 
direct. The registrant is liable as well as 
the accountant, and there is an agent of 
service. In stop order cases, if there were 
no corrections of deficiencies, it might put 
us in an embarrassing position if we had 
just notified the accountant and had not no­
tified the registrant o f the deficiencies.
M r . C a r t e r :  I recognize, of course, you 
are limited by the law and the regulations, 
but if that be the case, you only require full 
disclosure. In other words, facts must be 
stated. Latterly I find that accountants 
have been forced to express an opinion 
about a practice.
M r . B l o u g h  : You have been for two 
years.
M r . C a r t e r :  H o w  does that reconcile 
with the act? If  the accountant tells you 
what the registrant is doing, what his pol­
icies are, why is it necessary for him to ex­
press an opinion about it ? It is a very em­
barrassing thing when you get a bad one; 
it is a very good thing when you don’t have 
any exceptions.
M r . B l o u g h  : Well, suppose you had a 
statement of a registrant who had just got­
ten through appreciating his property and 
carrying the appreciation credit to his 
earned surplus account ?
M r . C a r t e r : N o a c c o u n ta n t  w o u ld  d o  
th a t.
M r . B l o u g h  : Don’t you fool yourself. 
Possibly nobody in this room would. But 
suppose in your certificate you state that 
this has been done and you don’t comment 
on it at all. You simply state that this has 
been done. To how many readers of the 
financial statement does it mean very much 
if you merely state the fact, at the bottom
of the statement, as a footnote to it, or in 
your certificate, that the registrant wrote 
up his property $3,000,000 and carried it 
to earned surplus ? It may mean something 
to a good many people, but there are lots of 
people who will be sufficiently uninformed 
on the technique of accounting that they 
will not carry that note over and read it in 
connection with the balance sheet as they 
should. But if the accountant is required to 
state his opinion with regard to it, it makes 
the thing stand out, and anybody who picks 
it out is in position to know that there has 
been a wrong practice, and that according 
to good practice, there would have to be a 
change. W e have asked you to go farther 
than that and state what the results would 
have been if the registrant had followed 
good accounting practice, showing that 
there would have been a deficit of such and 
such an amount in the earned surplus ac­
count and that capital surplus arising from 
appraisal would have been so and so.
Mr. Carter: It is a very commendable 
thing to do, but let’s assume that the regis­
trant you are talking about is a man who 
knows all about the law in his own State. 
It is a company which has jimmied the sur­
plus to such an extent that it pays a divi­
dend out of capital surplus. You can’t talk 
to him very long because he has the money 
in his pocket. The trouble is that we have 
State laws to deal with and the State laws 
are not all the same. We have attempted to 
differentiate between earned surplus and 
capital surplus to such an extent that we 
have some State laws contravening sound 
accounting principles. I t  makes it hard for 
an accountant who lives in a State where 
the law permits him to do things that he 
can’t do in Idaho, we will say.
Mr. B l o u g h  : I t may permit them but it 
does not compel them in any instance to 
follow bad accounting practice.
Mr. Carter : I ask you if we could arrive 
at a real understanding of what surplus is. 
W hat difference does it make? It is sur­
plus, isn’t it ? W hat difference does it make 
whether it is earned fifteen years ago or last 
year or in the year to come ? It is surplus.
Mr. B l o u g h  : You think there is no rea­
sonable distinction between surplus earned 
in the ordinary course of business and sur­
plus paid in ?
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M r. F o r r e s t  M a t h i s  : I t is just as bad to 
credit surplus with something that has 
never been earned and distribute it and pay 
it out. W e as accountants should prevent 
that from taking place to the detriment of 
investors who aren’t familiar with account­
ing terms.
Mr. B l o u g h  : Yes.
M r. J. A r t h u r  M a r v i n :  W hat is the 
position of the Commission when a regis­
trant puts the information in a statement 
and it affects a nice issue of stock? Has 
the Commission the right to tell them they 
cannot sell it and pay any proceeds of that 
stock out in dividends ?
M r . B l o u g h  : I d o n ’t k n o w  o f  a n y  su ch  
r igh t.
M r . M a r v in  : They did it.
That is an experience that we recently 
had on an issue. I have been down to the 
Commission to talk it over with them. I 
really can’t understand it. That very act 
places that company now where they are 
going to have a  very substantial additional 
tax rate. I know it.
Mr. B l o u g h  : I don’t know that I under­
stand the circumstances under which your 
case came up. You mean they were at­
tempting to float new securities and were 
proposing to use the money from the flota­
tion of those new securities to pay divi­
dends which would be covered by adequate 
surplus ?
M r . M a r v in  : Yes, covered by adequate 
earned surplus, but providing additional 
capital for other facilities, to reimburse 
them in part for additions to plant.
Mr. B l o u g h  : Are you sure that was the 
reason the case was held up ?
M r . M a r v in  : That is the last reason that 
I got. The company is in a good financial 
position and is up against the tax  problem 
today. It seems to me we have to work out 
some kind of plan which gives the man the 
right to use part of the proceeds to provide 
cash for the payment of dividends. As 
long as he did not hurt the rights of credi­
tors, and particularly the rights of stock­
holders on the plan, he certainly should 
have the right to do with his money as he 
pleases.
M r. B l o u g h  : Every time I get up b e ­
fore a group of accountants to discuss a f­
fairs of the Securities and Exchange Com­
mission somebody is bound to come up with 
a series of legal questions which I hesitate 
to answer positively. There is certainly one 
thing true. There is going to be a lot of 
new financing, if not to furnish the cash 
with which to pay dividends, then to make 
up the working capital that was robbed by 
the payment of dividends that otherwise 
would have been kept in the business.
M r. M a r v in  : Instead of waiting for that 
point they turned it over and took it out in 
advance.
M r . B l o u g h  : I am not informed as to 
the theory on which the Commision would 
be in position or would be able to hold it 
up. If  there is a complete statement of all 
the facts and everything is revealed, and if 
there is no fraud or material misleading 
statement, or failure to state information 
the omission of which would make the 
statement misleading, I am not informed 
as to the authority under which it was held 
up. I think there must be some misunder­
standing as to the action of the Commis­
sion. If  you will send me the name of the 
case I shall be glad to advise you fully on 
the matter.
M r. M a r v in  : I just wanted to see wheth­
er their ruling was general, because it is 
coming up in many cases. It will come up 
again, in one way or another. The account­
ants should be informed so that they can 
wise up their clients.
M r . B l o u g h  : Someone has inquired just 
what has to be done in the way of registra­
tion when rights to take stock are offered 
in lieu of cash dividends. Do they have to 
be registered? If  there is no option on the 
part of the stockholder, if he is going to get 
stock and has no other choice, or if he is 
going to get notes and has no choice, no 
registration is required. I f  he has an option 
to take stock or cash or to take notes or 
cash I think there is probably a sale, but I 
am not positive. That is something that is 
going to have to be settled by a lot of boards 
of directors this next month. Probably we 
ought to get out some publicity with regard 
to it for the benefit of the people who may 
be wanting to do something like that before 
December 31.
M r. M a r v in  : On that matter of option, 
if the option is offered to the stockholder, 
a present stockholder, would it be termed
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a public offering in the sense he is a stock­
holder at the time?
M r . B l o u g h  : I am not fully informed on 
the question. It is something that ought to 
be looked into. I think in case there is an 
offering to him, that is, if he could take 
cash or take securities, there is an offer of 
sale. Certainly if you gave him the cash and 
turned around and offered him securities 
for that cash, it would have to be registered 
as an offering of securities for sale.
M r. S e id m a n  : On that the Commission 
has already ruled.
M r. C a r t e r  : I think they issued a ruling 
to the effect that if the rights are held only 
for the stockholder, and he exercises that 
right, then it falls into the same category 
as the stock dividend.
M r . A. W. C o r y  : I want to ask wheth­
er or not there ever has been a time when 
it was found possible to file a statement by 
the registrant, a statement with strings at­
tached to it so he could jerk it back.
M r . B l o u g h  : I  think it is possible to 
jerk back a statement. I believe it is per­
mitted under rules of the Commission by 
filing a request for withdrawal.
M r . C o r y  : I t  was done once, wasn’t it ?
M r . B l o u g h  : I  th in k  th e  c o u r t  h a d  o r ­
d e r e d  th a t  it  b e  p e r m itte d . Y e s ,  w ith d r a w ­
a ls  a re  n o t  u n co m m o n .
M r . C o r y : F o r  h o w  lo n g ?  W ith in  th e  
tw e n ty  d a y s?
M r . B l o u g h :  Yes, or afterward upon 
Commission order. I should like to say this 
just in closing, if there are no other ques­
tions : The Securities and Exchange Com­
mission has a great responsibility in con­
nection with accounting matters. The in­
terest of you gentlemen in the activities of 
the Securities and Exchange Commission 
is an indication of that. W e have attempted 
to cooperate with you, the accountants, in 
drawing rules which would be sound from 
an accounting standpoint. I t is impossible 
to draw any comprehensive set of rules. 
Much must be left to the judgment of the 
individual accountant, and the responsibil­
ity has been put upon the accountant to de­
termine the form, order and terminology 
that he is to use in drawing the statement. 
He is responsible for the same type of in­
vestigation that he would ordinarily make in 
an ordinary audit. W e welcome at all times 
constructive suggestions and criticisms on
the part of accountants. The committees of 
the American Institute, The American So­
ciety and the American Accounting Asso­
ciation have worked with us and have given 
many helpful suggestions to us. I t  is im­
possible for the Commission to take a posi­
tive stand on many accounting matters at 
the present time, because either there is 
such a wide variety of opinion as to what is 
accepted accounting practice or the Com­
mission has been in no position to give 
study, consideration and research to the 
problem necessary to promulgate any rule 
of its own. The result is that there have 
been conflicts in the way in which different 
statements have been handled. Conditions 
have differed, accountants have put the 
matter somewhat differently. The ques­
tions are controversial, authorities on the 
subject differ, and there is going to be a 
long, hard row ahead of us before we are 
going to be able to coordinate accounting 
thought in many fields. But I think the 
Commission and the accountants, if they 
can work together, can really do a great 
deal that will be beneficial to the account­
ing profession in the long run.
M r. M a r v in : I move a rising vote of 
thanks to Mr. Blough for coming here and 
answering these questions.
The motion was regularly seconded, was 
put to a vote and carried by a unanimous 
rising vote.
“W e can get almost any view we choose 
of human nature. Man is either just ‘a lit­
tle lower than the angels’ or just a little 
higher than the beasts, according to where 
and how we look.”
—Bruce Barton.
“The foolish man never learns even by 
experience. The average man learns by his 
own experience. The wise man learns by 
the experience of others.”
— Bishop Fowler.
If  you are going to plan for one year, 
plant grain. If you are going to plan for 
ten years, plant trees. If  you are going to 
plan for one hundred years, plant men.
— Chinese Proverb.
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W e e  B i t s  o n  A c c o u n t a n c y
R e g u l a r l y  C o n t r ib u t e d  b y  L o u is  S. G o ld ber g , C.P.A., Sioux City, Iowa
Value of Analysis
The luncheon had been a good one; the 
men at the professional club had lighted 
their cigars and were talking expansively.
This matter of analysis, they were saying, 
is not stressed adequately. W e’re too easily 
satisfied with the superficial, content to 
scratch the surface of things. The answer 
to our problems lies deeper than that. The 
solution rests with analysis.
“Alexander Hamilton,” one of the men 
said, “is reputed to have said th is : ‘Men 
give me credit for genius, but the only ge­
nius that I possess lies in th is : when I have 
a problem, I study it profoundly.’ ”
“Yes,” said another, “and the same 
thought has been expressed more briefly 
this way: ‘Genius is the capacity for taking 
infinite pains.’ ”
Said one of the lawyer members: “We 
fellows in the law fall readily into the habit 
of seeking a precedent and a rule, and then 
rest on our oars, without troubling to dig 
deeper to find the reason for the rule and
the foundation for the precedent. A t times, 
when we do the necessary thinking and dig­
ging, we are startled to find that the reason 
for the rule has vanished and that its preci­
ous foundation has been swept away, so that 
this little excursion into the realm of anal­
ysis creates the need for a new rule and a 
new precedent. That is the way of prog­
ress.”
And one of the accountants responded: 
“Righto. W e often find the same to be true 
in accountancy. By separating a thing into 
its parts, breaking it up into its essential fea­
tures, we are better able to determine the 
reason for the rule and thus understand its 
true significance. W e can then apply it intel­
ligently to varying circumstances, and even 
to modify the practice if it has become out­
moded.”
“That’s it,” said another. “Analysis and 
synthesis. Break it down first; then build 
it up again; and if it does not fit the needs 
of the times, reconstruct it. There’s more 
need of that now than ever.”
Q u e s t i o n s  and A n s w e r s  D e p a r t m e n t
E d it o r , S t e p h e n  G i l m a n , C.P.A., Educational Director 
International Accountants Society, Inc.
Solution to Problem 5 of May, 1936, Examination Service of The American 
Society of Certified Public Accountants, published on pages 506-507 of the August,
1936, issue.
The solution for this problem involves a number of arithmetical calculations 
to determine certain missing items that are not shown or described in the problem 
itself. For example, we have only the account balances and certain supplementary
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data, but not the details responsible for the differences between the various balances.
The last paragraph in the problem indicates that there is a possibility that certain 
of the fixed assets have been retired during the year and that acquisitions have been 
made by purchase. W e may, therefore, begin our solution by attempting to calculate 
what, if any, retirements and acquisitions are indicated for Company A. W e can 
make this calculation as an analysis of the Property, Plant and Equipment account
as follows:
Balance 1/1/35 .................................. ...........................  $180,921.37
Acquired from Co. B .....................................................  11,570.21
$192,491.58
Sold ...................................................................................  10,000.00
$182,491.58
R e tired ..............................................................................  (? )
(?)
Acquired by purchase .................................................... (? )
Balance 1 2 /3 1 /3 5 ........................................................ $209,763.57
In the foregoing calculation we add to the beginning balance the property 
acquired from Company B and deduct the property sold to an outside interest. The 
difference of $27,271.99 between the figure resulting from this calculation and the 
balance at December 31, 1935, is to be accounted for. It may be made up of an 
acquisition by purchase, or of both an acquisition and a retirement.
W e can determine the amount of retirement (if any) by first reconciling the 
reserve for depreciation on Company A ’s books. The problem states that the candi­
date may assume that only fully depreciated properties were retired and that there 
was no profit or loss resulting from such retirement. This indicates that if any retire­
ment took place, the Reserve for Depreciation was debited and the asset account was 
credited for the cost of the property retired.
An analysis of the Reserve for Depreciation of Company A gives the following:
Balance 1/1/35 .............................................................. $ 78,756.29
Depreciation for y e a r . .................................................... 39,758.29
$118,514.58
Acquired from Company B ...........................................  9,178.26
$127,692.84
Balance 12/31/35 ............................................................ 113,649.75
Difference (Retirements) ......................................... $ 14,043.09
This calculation shows that if there had been no retirements the balance in the 
reserve account at December 31, would have been $127,692.84, but since the actual 
balance was $113,649.75, there must have been a retirement of the difference of 
$14,043.09.
Adding this to the difference of $27,271.99 determined in the first calculation 
gives $41,315.08, which must have been the amount of property acquired by purchase. 
This may be determined also by entering in the first calculation the figure for property 
retired and completing the calculation.
W ith this information the statement required by the problem for Company A 
can be prepared.
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Applying similar procedure to Company B we have the following analysis of 
the Reserve for Depreciation:
Balance 1 /1 /3 5  ...................................................................  $29,753.75
Depreciation for year..........................................................  9,547.67
$39,301.42
Transferred to Company A ...............................................  9,178.26
$30,123.16
Balance 12/31/35 ................................................................. 29,947.56
Difference (Retirements) ............................................. $ 175.60
This calculation shows a difference of $175.60 representing retirements of fixed 
property charged to the Reserve for Depreciation account and credited to the asset 
account. With this difference we may calculate the difference in the fixed property 
account as fo llow s:
Balance 1 / 1 / 3 5 .....................................................................  $39,865.42
Transferred to Company A ...............................................  11,570.21
$28,295.21
R etired .....................................................................................  175.60
$28,119.61
Balance 12/31/35 ................................................................. 32,801.30
Difference (Acquisitions) ..........................................  $ 4,681.69
With this information the statement required by the problem may be completed 
as follows:
Companies A and B
Analyses of Property, Plant and Equipment and Reserve for Depreciation Accounts, 
for the year ended December 31, 1935
 Company A   Company B  Combined 
Property, Plant and Equipment
Balances, Jan. 1, 1935...................................... $180,921.37 $39,865.42 $220,786.79
Additions during year..................................  41,315.08 4,681.69 45,996.77
$222,236.45 $44,547.11 $266,783.56
Retirements During Year:
By sa le ....................................... $10,000.00 $10,000.00
Otherwise ................................ . 14,043.09 24,043.09 175.60 14,218.69 24,218.69
$198,193.36 $44,371.51 $242,564.87 
Transferred from Co. B to Co. A ............  11,570.21 11,570.21 .............
Balances, Dec. 31, 1935.................................... $209,763.57 $32,801.30 $242,564.87
Reserve fo r  Depreciation
Balances, Jan. 1, 1935...................................... $ 78,756.29 $29,753.75 $108,510.04
Depreciation for year....................................  39,758.29 9,547.67 49,305.96
$118,514.58 $39,301.42 $157,816.00
Retirements charged to Reserves................  14,043.09 175.60 14,218.69
$104,471.49 $39,125.82 $143,597.31 
Transferred from Co. B to Co. A ................  9,178.26 9,178.26 .............
Balances, Dec. 31, 1935...................................... $113,649.75 $29,947.56 $143,597.31
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C . P . A .  E x a m in a t io n  Q u e s t i o n s
N ovember, 1936
C o m m e r c ia l  L a w
A g e n c y
1. W hat is the general rule as to the duty of persons dealing with an agent regarding
the agent’s authority ?
2. (a) W hat is an agency coupled with an interest?
(b) W hat is an agency by estoppel?
3. Brown operated an automobile sales agency. He authorized a bank to honor
checks drawn on his deposit by his agent, Jones. Brown’s death occurs, of 
which fact the bank has no knowledge, and Jones continues to issue checks 
against the deposit. Brown’s administrator brings suit against the bank to 
recover the amounts of the checks drawn on the deposit after the death of 
Brown. Must the administrator win or lose his suit? W hy?
4. Adair, a real estate agent, makes a contract with Smith to sell his (Sm ith’s) house
and lot for $12,000, Adair to receive a commission from Smith of $600 for 
making such sale. Jenkins hears that Smith’s house and lot is for sale and 
says to Adair “I will give you $750 if you can get me Smith’s house and 
lot at $12,000.” Adair accepts this offer and consummates the sale. A fter 
the sale Smith and Jenkins each learn about the commission Adair was to 
receive from the other, and each refuse to pay. Can Adair recover from 
both Smith and Jenkins or either of them. Give reasons for your answer.
B a n k r u p t c y
1. After start of bankruptcy proceedings, what are the principal duties of the bank­
rupt?
2. (a) Who is a secured creditor within the meaning of the Bankruptcy Act?
(b) Does the doctrine of marshalling assets apply to secured creditors of a bank­
rupt? Explain.
3. (a) How does the discharge of a bankrupt affect the liability of others who with
him are on joint and collateral obligations?
(b) W hat becomes of unclaimed dividends in bankruptcy, and when?
4. (a) W hat is a composition in bankruptcy?
(b) When may an offer of composition be made, and how must it be accepted ?
C o n t r a c t s
1. (a) W hat is the rule in the interpretation of contracts as between general and 
special provisions?
(b) W hat is the situation when renunciation is made of a contract, by one of the
The Service of Examination questions conducted by The American Society furnishes 
practically twice as many questions in Theory, Auditing. Commercial Law and Economics 
and Public Finance as could be used by any State Board for a four-hour examination period, 
and twice as many problems in Practical Accounting as would be required for two examina­
tion periods of four to five hours each. A Board using the service makes its own selections 
and adds any special questions or problems which it desires. The questions in Commercial 
Law, Auditing, Economics and Public Finance follow'.
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parties to it, before time fixed for performance?
2. (a) Does a contract for the sale of real estate differ in any way from a contract
for the sale of personal property? If so, how?
(b) Is there any difference in the measure of damage for the breach of such 
contracts? If so, state what, and how the measure of damage is ascertained 
in each?
3. John Doe, with intent fraudulently to escape his creditors, conveys valuable real
estate to his brother-in-law, Richard Roe, without consideration, and under 
an agreement that Richard shall re-convey the real estate back to John at any 
time John may request. After the lapse of four years, John requests Richard 
to re-convey to him the said real estate, but Richard refuses to do so. What 
remedy, if any, has John against Richard?
A. Williams telegraphed Johnson asking the price of a certain quantity of coal which 
price Johnson sent. Williams replied that the price was too high. Johnson 
then telegraphed a lower price. Williams telegraphed back, saying, “consider 
coal sold, will see you tomorrow and arrange particulars.” Williams failed 
to see Johnson the next day, and afterwards refused to take the coal; Johnson 
though in the meantime had himself bought a quantity of coal at a certain 
price with the sale to Williams in view. Williams was sued by Johnson for 
breach of contract. Could recovery be had? Give reasons for your answer.
C o r p o r a t io n s
1. In what different ways may a corporation be proceeded against for ultra vires
acts done or threatened or contracts entered into ultra vires ?
2. (a) Can a corporation be sued by one of its stockholders ?
(b) To what extent may a corporation make by-laws for the transaction of 
its business?
(c) What is the substance of the United States Supreme Court decision in the 
Dartmouth College Case, in the early days of the Republic?
3. At a meeting of a board of directors at which five members were present, director
A moved that the corporation enter into a contract with director B, which 
contract was very advantageous to B. On vote, directors, A. B and C voted 
aye and directors D and E nay. The chair declared the motion carried and 
ordered the contract made. D consults you as to the validity of the action 
of the board. What would you advise him?
4. A manufacturing corporation as an accommodation gave its note payable to 
Brown or order, to enable Brown to raise money for his own personal benefit, 
and at the same time signed a note of Brown’s payable to Green, or order, 
for the same purpose, designating itself as surety on the latter note. A pur­
chaser of these two notes, before due, for full value and without notice, 
except the notes, brought suit to recover thereon against the corporation.
(a) Can said purchaser recover on the first note ? (Why ? (b) Can he recover 
on the second note? Why?
I n s u r a n c e
If an insurance policy refers to the application and expressly makes it a part 
of the policy, do the representations therein contained have the force of 
warranties ?
If it is impossible to reconcile the written with the printed parts of an 
insurance policy, which shall govern?
Will overvaluation of the property by the insured void the policy? Explain. 
Is a condition that suit must be brought, if brought at all, within a specified 
time after loss a valid one?
Is an insurance policy a negotiable instrument?
If, after the contract of insurance is made but before the policy is delivered,
1. (a)
(b)
(c)
(a)
(b)
(c)
2.
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a loss occurs and the insurance company refuses to deliver the policy or 
recognize liability, what courses, if any, are open to the insured?
3. The by-laws of a building association provided that all property upon which
mortgages were held should be kept insured and the policy deposited with 
the association, and in the event of a failure of a borrowing member to pro­
cure insurance or secure a renewal, this was to be done by the association at 
his expense. Upon obtaining a loan from the association, John Jones pro­
cured insurance and deposited the policy as required by the by-law. When 
the policy expired he received no notice of it, and the association failed to 
secure a renewal, and the property being thereafter partially destroyed by 
fire, Jones sued the association for the loss thus sustained. W hat should 
the judgment be, and why ?
4, Watson had two pieces of property insured under separate policies against
destruction or loss. On Monday Watson assigned to Stevens the piece of 
property number one, without knowledge of the insurer, as the policy cover­
ing same was not also assigned. On Wednesday the piece of property number 
two was destroyed by fire, and the next day, before loss adjustment, Watson 
assigned to Fraser his insurance policy on the destroyed piece of property, 
without knowledge of the insurer. On Friday the piece of property number 
one was destroyed by fire. There was no element of fraud in anything that 
happened. (a) Can there be recovery under the policy on property number 
one? Explain. (b) Can there be recovery under the policy on property 
number two ? Explain.
N e g o t ia b l e  I n s t r u m e n t s
1. (a) State the elements necessary to impress the character of negotiability of an
instrument.
(b) In  what two important respects does a negotiable instrument differ from 
one not negotiable ?
(c) Under the Negotiable Instrum ent Act what constitutes a payment of a sum 
certain, or under what circumstances may a sum payable be said to be a sum 
certain ?
2. (a ) W hat is the liability of a general indorser of a negotiable instrument?
(b) W hat is meant by “protesting” paper? How is it done and what is the pur­
pose of it ?
3. A  holder of a note demanded payment of the maker on date of the maturity, but
had not the note with him, so payment was not made. Notice of dishonor 
was given to an indorser. Did this fix the indorser’s liability? W hy?
4. A, having to his credit $700 in the bank, gives check for the same to B. A,
however, owes the bank $700 on a promissory note which is due, payable 
at the bank. B, without delay, presents the check at the bank for payment 
but payment is refused, although at time of the presentation A had the 
credit balance of $700. Shortly after presentation of the check, the bank 
charges the note up to A ’s account and balances it, stamps the note paid and 
mails it to A. Did the giving of the check by A to B, or the presentation of 
it at the bank, make a transfer of the money or a prior right to i t ; and can 
the bank be sued by B or A ? Give reasons for your answer.
P a r t n e r s h ip
1. (a) W hat events per se amount to a dissolution of a partnership?
(b) W hat events or acts are grounds for dissolution of a partnership, and how 
may dissolution as a consequence of each be accomplished ?
2. (a) Can a partner bind his firm by false representations?
(b) W hat is the fundamental difference between a joint stock company and a 
partnership ?
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(c) On what principle and for what reason is one partner liable for all the debts 
of the firm? Explain fully.
3. Jay, carrying on a mercantile business, desiring to increase his capital, borrowed
$15,000 from Kay under a written agreement to pay Kay annually one- 
tenth of the net profits of the business in lieu of interest and to repay the 
principal sum when he should continue business. (a ) W hat was the legal 
relation of Jay and Kay as between themselves? (b) And as to third 
persons ?
4. Cummings, to secure an indebtedness of the firm of which he was a senior part­
ner, executed in the name of the firm a mortgage on the real estate of the 
firm and another on its personal property. Both mortgages were given by 
Cummings without express authority from his co-partners and there was no 
subsequent ratification. Were these mortgages, or either of them, binding 
on the firm?
S a l e s
Succinctly, distinguish the following: (a) chattels real and chattels personal; 
(b) corporeal personal property and incorporeal personal property; (c) 
legal ownership and equitable ownership.
State the exact meaning of the term “conditional sales” as defined in the Uniform 
Conditional Sales Act.
White bought goods from Black at a time when W hite was insolvent and had no 
expectation of being able to pay for them. H e made no false representa­
tions. He immediately sold the goods to Green in payment of a pre-existing 
debt. Green had no knowledge of the foregoing facts. As attorney for 
Black what action would you advise, and why ?
Adams was a traveling man for Blum. He sold goods by sample. He sold Clark 
a bill of goods which Blum delivered. On his next trip Adams presented 
Clark with a statement for the goods, and was paid. Adams left the employ­
ment of Blum without accounting to him for the payment made by Clark. 
Blum sued Clark. W hat was the result, and why ?
T a x a t i o n
1. (a) When personal property is located in one State and its owner is resident in
another, which State taxes the property? Does the same or a different rule 
apply in case the property is real estate ?
(b) When does a tax become a lien on property?
2. (a) When does inheritance, succession or estate tax accrue? Against whom is
such a tax chargeable under the Federal estate tax law? If  this be different 
under the State statutes, explain.
(b) Are a buyer’s rights in land, under a tax title, equitable or statutory?
3. (a) As to method used in the valuation of inventories in determining income
under the Federal Revenue Acts, what are the two fundamental require­
ments ?
(b) Under the income tax provisions of the Federal Revenue Acts, when the 
method of valuation used is cost or market whichever is lower, on what part 
of the inventory is there an important exception?
4. A taxpayer in 1931 purchased 500 shares of stock at $125 a share, and in 1934,
by reason of the ownership of such stock, received 500 rights entitling him 
to subscribe to 100 additional shares at $100 a share. Upon issuance of the 
rights each of the shares of stock in respect of which the rights were issued 
had a fair market value of $120, and the rights had a fair market value of 
$3.00 each. The taxpayer exercised his rights to subscribe to the additional 
shares. Later, he sold one of such shares for $140.00. Compute his taxable 
gain on the sale, or state the rule applicable to the case.
1.
2 .
3.
4.
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M is c e l l a n e o u s
1. How may a default of an employee terminate the liability of his surety?
2. W hat is the distinction between executor and administrator, if any, and whence
do they derive authority ?
3. W hat is the rule when one acting in a fiduciary capacity obtains a secret profit
for himself out of his relationship ?
4. In what one important particular does a bailment differ from a trust?
5. W hat determines the degree of diligence required of carriers, warehousemen,
custodians and other bailees ?
6. W hat do you understand by the term s: lands, tenements, hereditaments ?
7. Generally, in case a mortgagor sells the mortgaged premises, what principles
apply with respect to rights and obligations ?
8. To what extent does the State legislature control the public streets or thorough­
fares of a municipality?
A u d i t i n g
Q U E ST IO N  1:
In the accounts of the B Company you discover an item of unclaimed divi­
dends which has been carried in the accounts-payable ledger in a constantly increas­
ing amount over a period of years. On the balance sheet, the account has always been 
merged with trade accounts payable. How would you verify the account and what 
adjustment or other disposition of the item would you make in your annual audit 
of and report on the company’s accounts ?
Q U E ST IO N  2:
Would it be proper to include your audit fee among the liabilities of a com­
pany you are examining, where the work of the audit follows by two months the 
end of the fiscal period?
Q U E ST IO N  3:
W hat recommendations would you offer a client who desires to have his 
records reflect the best accounting practices with respect to trade and cash dis­
counts on purchases? His capital is sufficiently large to insure his taking advantage 
of all discounts.
Q U E ST IO N  4:  
Punched cards have been used in the calculation of the inventory items of a 
company you are auditing. W hat general procedure would you follow in verifying 
(if at all) these punched cards?
Q U E ST IO N  5:
How may an auditor test for raw-material overstock in a manufacturing busi­
ness where perpetual-inventory records are maintained?
Q U E ST IO N  6:
W hat valuation of repossessed merchandise would you approve? 
Q U E ST IO N  7:
The Federal income-tax law prescribes that the basis of valuation “in the 
case of merchandise on hand at the beginning of the year [shall be] the inventory 
price of such goods.” Explain this statement and argue for or against it.
Q U E ST IO N  8:
W hat should the attitude of the auditor be toward the “natural business year” ?
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Q U E ST IO N  9:
W hat are some of the principal classes of contingent assets? Should they 
be mentioned in the balance sheet ?
Q U E ST IO N  10:
A substantial amount of discount on capital stock has been charged to the 
fixed-asset account of a public-utility enterprise you are auditing. Would you 
approve of the procedure the company has followed? Indicate how you would dis­
close the item or dispose of it in your audit report.
Q U E ST IO N  11:
How would you verify the item of royalties received?
Q U E ST IO N  12:
Donations are received by a hospital from various sources each year. W hat 
method would you follow in determining that all donations had been recorded 
on the hospital’s books ?
Q U E ST IO N  13:
A wholly owned subsidiary of the B Company, whose books have been main­
tained on a cash basis, was liquidated during the year 1936 and in the course 
of the preliminary work accompanying your audit of the parent for the calendar 
year 1936 you find that the net amount of the liquidating dividend received con­
sisted of the following items of the subsidiary’s net w o rth :
Capital stock—common ...................................................... $100,000.00
Earned surplus January 1, 1936 ........................................ 20,214.80
Net profit January 1, 1936 to June 30, 1936 .............  65,487.44
Total dividend received, representing net assets hav­
ing a fair market value of . ...........................................  $185,702.24
W ithout computing the tax, describe the various kinds of Federal taxes for 1936 
to which the above items would be subject. If they are exempt from tax, why?
Q U E ST IO N  14:
How are stock dividends and rights taxed under the Federal Revenue Act 
of 1936?
Q U E ST IO N  15:
In  computing under the 1936 Federal Revenue Act the income tax, excess- 
profits tax and undistributed-profits tax, which of these taxes may be deducted 
from the income subject to these taxes?
Q U E ST IO N  16:
Do you regard it proper to capitalize overhead on a company's own machinery 
construction ?
Q U E ST IO N  17:
The Securities and Exchange Commission has been urging, in some cases com­
pelling, business enterprises to reveal to investors sales and cost of sales. W hat are 
the reasons usually advanced against such disclosures ? W hat is your opinion ?
Q U E ST IO N  18:
An investment company owns bonds of industrial corporations which it has 
purchased at different times at market. They are carried at cost and adjusted 
monthly on a pro rata basis so that at maturity their book value will be the re­
demption price. W hat is this method of adjustment called and how would you 
designate the method of valuation on the balance-sheet?
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Q U E ST IO N  19:
C Company from time to time sells its accounts receivable to a discount corpora­
tion, with recourse, 80% of the account being advanced in cash. W hat balance-sheet 
notations does this call for? How would you as an auditor determine the unpaid 
accounts at the balance-sheet date ?
Q U E ST IO N  20:
W hat is the statutory liability of the certified public accountant in this State ?
E c o n o m i c s  a n d  P u b l i c  F in a n c e
Q U E ST IO N  1:
Should the present capitalistic system be continued in the United States or 
should the United States enter on a communistic or socialistic system ? Discuss this 
question entirely from the economic standpoint.
Q U E ST IO N  2:
Name and explain the fundamental economic theories underlying the campaigns 
for the Presidency of Roosevelt, Landon, Lemke, Thomas and Browder.
Q U E ST IO N  3:
Explain the economic effects of the recently enacted tax on undistributed profits. 
Q U E ST IO N  4:
Explain the recent agreement between England, France and the United States 
to create a stabilization of their currencies, indicating what its effect, if successful, 
will be on the economic situation in the United States.
Q U E ST IO N  5:
O ur complicated taxation system is shown by two illustrations: One large 
m anufacturer counted 378 different taxes paid by his concern. In  a recent article 
J. B. Thomas shows that every loaf of bread at the present time carries 52 taxes: 
6 paid by the farmer, 6. paid by the elevator man, 4 paid by the mill man, 11 paid by 
the railroad carriers, 7 by the trucksters, 7 by bread-wrapper m anufacturers, and 11 
paid by the bakery. O ur tax system simply overlaps itself at every possible angle.
Suggest in a general way methods by which the Federal Government could 
secure its needed income by means of taxes not used by State or local governments, 
together with a lack of duplication of sources of income by State and local govern­
ments, keeping in mind the desirability from an economic standpoint of not utilizing 
hidden tax methods for such purposes.
Q U E ST IO N  6:
Discuss the Single T ax theory as propounded by Henry George, one statement 
in whose platform of 1890 w as: “Since in all our states we now levy some tax on the 
value of land, the Single T ax  can be instituted by the simple and easy way of abolish­
ing, one after another, all other taxes now levied, and commensurately increasing 
the tax  on land values, until we draw upon that one source for all expenses of gov­
ernment, the revenue being divided between local governments, State governments, 
and the general government, as the revenue from direct taxes is now divided between 
the local and State governments; or a direct assessment being made by the general 
government upon the states and paid by them from revenues collected in this 
manner."
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Q U E ST IO N  7:
In a recent brochure, “Something for Nothing,” by Harold L. Mack, much is 
said with regard to the relationship of the accountant to the public. The opening 
sentence is, “I f  I were asked to name the one activity upon which modern civilization 
is most dependent, I would unhesitatingly nominate bookkeeping for that supreme 
honor.” Later we note, “The vital principle of correct accounting is that whoever 
contributes the cash is entitled to a proportionate money equivalent of assets. * * * 
It is the consumer who contributes the cash to create the surplus, and to the con­
sumer must be credited the ownership of the surplus, not the stockholders. * * * 
The failure of accounting to reflect this has caused continual economic dislocation 
and must continue to do so until its priniciples are recognized and put into effect. 
* * * The m ajor crime of bookkeeping is that it allows the sellers of goods to charge 
to the consumers the cost of factory, machinery, and capital necessary to produce 
and reproduce the goods; and, after the consumer has paid for them, it allows the 
seller to credit himself with the proceeds and retain ownership of the same.” Dis­
cuss the economic principles involved in these quotations from an accountant’s 
standpoint.
Q U E ST IO N  8:
Discuss the following statement which appeared in a recent text. “M an’s 
greatest efficiency lies always, without exception, in his ability to employ the mini­
mum amount of capital wealth from which he may obtain the maximum amount of 
consumable wealth.”
Q U E ST IO N  9:
Over-population, mechanical development, and land monopoly have been cited 
as reasons for the vast amount of recent unemployment. Comment pro and con for 
each, giving any other reason which you think has been an important factor.
Q U E ST IO N  10:
Henry George said, “All capital is wealth; but all wealth is not capital.” W hat 
did he mean ? Give reasons for agreeing or disagreeing with him.
Q U E ST IO N  11:
Ralph W aldo Emerson said, “A man who cannot be acquainted with me, taxes 
m e; looking from afar at me ordains that part of my labor shall go to this or that 
whimsical end,—not as I, but as he happens to fancy. Behold the consequences. Of 
all debts men are least willing to pay taxes. W hat a satire is this on Governm ent! 
Everywhere they think they get their money’s worth except for these.” W hat is the 
primary function of Government?
Q U E ST IO N  12:
Are wages paid by capital or out of the product ? Explain your answer. 
Q U E ST IO N  13:
Explain the recent developments in Government utilizing cooperative enter­
prises to compete with industry.
Q U E ST IO N  14:
Explain the economic basis of the tariff agreements now being concluded with 
foreign countries.
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I n s t i t u t e  —  S o c i e t y  —  I n s t i t u t e
IN consolidating the American Institute of Accountants and The American Society 
of Certified Public Accountants it has been 
agreed that the Institute shall be the body 
through which the consolidation shall take 
place.
W ith the completion of the consolida­
tion it is proper that the development of the 
underlying ideas of the Society should be 
sketched. In doing this, use will be made of 
quotations from T h e  C e r t if ie d  P u b l ic  
A c c o u n t a n t , the official organ of the So­
ciety, and from the Year Book, the annual 
publication of the Institute, with only enough 
original matter to offer a connected account.
The American Association of Public Ac­
countants, the first national body, had its 
organization meeting in New York City, in 
December, 1886, and was incorporated 
under the laws of New York early in 1887. 
The Federation of Societies of Public Ac­
countants was organized in October of 1902 
and consolidated with the American Asso­
ciation in 1905, at which time the Federation 
included 26 State societies with practically 
five hundred members and there were less 
than two hundred members of the Associa­
tion. In 1916 a charter under the name of 
the Institute of Accountants in the United 
States of America was secured from the 
District of Columbia for the purpose of 
taking over the American Association under 
a new form of administrative control. The 
name was changed a year later to the Amer­
ican Institute of Accountants.
The organization meeting of The Amer­
ican Society of Certified Public Accountants 
was held in Chicago in December, 1921, 
under a charter obtained from the District 
of Columbia.
In the 1919 Year Book, page 84, in a re­
port of the secretary of the Institute, it was 
recorded: “It is also alleged that the Insti­
tute is not so well known as is the C. P. A. 
degree or certificate. In  many cases this 
statement is true, but it rests with members 
and associates to overcome this fact. The 
standing of the Institute should be much 
enhanced if every practising member were 
to describe himself as ‘Member of American 
Institute of Accountants.’ Some firms have
already dropped the appellation Certified 
Public Accountants and have substituted 
‘Members of the American Institute of 
Accountants.’ ”
In the 1920 Year Book, on page 75, re­
cording the proceedings of the first annual 
session for that year the following is no ted : 
“The chairman announced that accountants 
representing certain groups of states would 
hold meetings immediately following the 
session then in progress to discuss arrange­
ments for holding regional meetings as out­
lined in the report of the executive com­
mittee.”
On page 80 the minutes of the council 
meeting contain the following paragraphs: 
“The recommendation of the committee that 
the letters C. P. A. and every other designa­
tion be omitted from the certificates of mem­
bership or any other publication of the In­
stitute, such as yearbook, etc., was unani­
mously adopted.”
“The recommendation that a new com­
mittee be appointed to consider the question 
of chapter formation and that no further 
action be taken at this time was unanimously 
adopted.”
In the report of the secretary for that 
year, on page 95, we read: “When the 
American Institute of Accountants was 
founded it was confidently predicted by 
many that one effect of the new organiza­
tion would be the gradual abolition of cer­
tified public accountant examinations.” 
Later in the same report, on page 96, there 
is a paragraph reading: “In the last report 
of the secretary it was urged that members 
and associates be encouraged to describe 
themselves as such. This recommendation 
was approved by the annual meeting and the 
m atter was brought to the attention of the 
entire membership. Several important firms 
have adopted the plan. Some have dropped 
every other qualifying title and describe 
themselves only as members of the Amer­
ican Institute of Accountants. There are, 
however, many firms consisting entirely of 
members of the Institute who have not yet 
adopted the proposal, and it is therefore 
suggested once more in the hope that it will 
become the general practice.”
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In the report of the executive committee 
for that year, on page 108, referring to the 
omission of any qualifying designation, it is 
recorded: “The committee makes this rec­
ommendation in the belief that membership 
in the Institute is the first consideration and 
that the question of whether a member is a 
certified public accountant or a chartered 
accountant or neither should not be noted 
in any publication of the Institute.”
The Year Book for 1921 contained, on 
page 141, a report from a special committee 
on subsidiary organizations in which one 
paragraph reads: “Your committee feels 
that all members of existing State societies 
which may become chapters of the Institute, 
who may possess C. P. A. certificates, 
should be admitted to membership in the In­
stitute without further examination, either 
with or without initiation fee, as the Insti­
tute shall determine.”
In the proceedings of the first session, on 
page 69, referring to this report, the minutes 
read : “A fter discussion it was resolved that 
the spirit of the committee’s report be ap­
proved, that the committee be continued to 
act in conjunction with the council and that 
if amendments to the by-laws be involved 
the matter be referred to the committee on 
constitution and by-laws, to the end that 
during the coming year a concrete pro­
gramme be prepared to be presented at the 
annual meeting of 1922.”
On page 81 the minutes of the council 
contain a paragraph reading: “The chair­
man of the special committee on national 
charter reported orally that his committee 
had given consideration to the possibility of 
obtaining a national charter from Congress. 
He expressed the opinion that such a char­
ter could be obtained and proposed that the 
following act of incorporation be introduced 
in Congress . . ."
The suggested act was to incorporate 
“The American Institute of Chartered Ac­
countants.” In the consideration the minutes 
record: “It was moved as an amendment 
that the words ‘certified public accountants’ 
be substituted for the words ‘chartered ac­
countants’ in the committee report. The 
amendment was lost. I t was moved as an 
amendment that the name in the proposed 
act be changed from the American Institute 
of Chartered Accountants to the Institute 
of American Chartered Accountants . . .
This amendment was adopted and the orig­
inal motion as amended was adopted.
In the proceedings of the council, on page 
87, there is a paragraph reading: “Upon 
motion it was resolved that the executive 
committee be authorized if it sees fit, to be­
gin litigation or sustain litigation, on behalf 
of members of the Institute who have se­
cured a C. P. A. degree by examination, 
against the ‘National Association of Cer­
tified Public Accountants.’ ” The records 
do not show that any reference to either the 
national charter or the National Association 
was made in any of the sessions of the an­
nual meeting itself.
In the report of the secretary for that 
year, on page 99, we read : “In spite of the 
fact that many of the Institute’s activities 
have been directly instrumental in strength­
ening the C. P. A. degree or certificate in 
various states it is noteworthy that member­
ship in the Institute has become the real 
measure of professional ability and stand­
ing.”
These official pronouncements, quoted 
from the Institute Year Books for the three 
years preceding the organization of The 
American Society, are given not as repre­
senting the viewpoint of the Institute of 
today but as representing the views of that 
organization as of that time.
That was the background in which the 
profession found itself when in 1921 the 
National Association of Certified Public 
Accountants was organized under a District 
of Columbia charter and set out to sell 
“C. P. A. degrees” throughout the entire 
United States.
A reaction set in which centered in a 
group in the East reviving the Federation 
of Certified Public Accountants, originally 
organized, but not incorporated, in 1914 but 
allowed to lapse by reason of war conditions. 
In the Middle W est another group decided 
that something should be done. The Michi­
gan State Board of Accountancy served 
formal notice on the National Association 
that its “degrees” would not be permitted 
to be used by any holders in the State of 
Michigan and also served notice on the indi­
vidual holders thereof that it considered 
them illegally granted.
Following the 1921 meeting of the Insti­
tute the definite question was asked of Insti­
tute officers as to why in the meeting no
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reference had been made to the National 
Association. The reply was that the attor­
neys to whom the matter had been submitted 
had rendered an opinion that the National 
Association was within its rights. A t this 
time the Institute changed its legal counsel 
and the incoming counsel did not agree with 
that opinion.
W hen the report as to this situation was 
made to the Michigan Association of Cer­
tified Public Accountants that body appro­
priated $500.00 to start a movement to ef­
fect an organization that would stand for 
the Certified Public Accountant at all times 
and under all conditions. Shortly thereafter 
a conference of the mid-westerners was held 
in Chicago. Another conference of the east­
ern group was held. As a result the move­
ment was inaugurated to establish a second 
national accountancy organization.
The organization meeting of The Amer­
ican Society of Certified Public Accountants 
which had secured a charter from the Dis­
trict of Columbia, was held in the Red Room 
of the LaSalle Hotel, Chicago, Monday 
afternoon, December 12, 1921.
From the records of that meeting, as they 
appear on page 4 of the January, 1922, issue 
of T h e  C e r t if ie d  P u b l ic  A c c o u n t a n t , 
it is noted that “D. W . Springer of Michi­
gan was chosen chairman and W . L. H arri­
son of Washington, D. C., was chosen sec­
retary. It was reported that 53 persons were 
present, from 12 states and the District of 
Columbia, who had signed applications for 
membership, that proxies had been sent in 
by 351 persons, and that membership appli­
cations had been signed and received, num­
bering approximately 600 and representing 
43 states and the District of Columbia.”
“It was decided that a nominating com­
mittee should be named consisting of one 
member from each State represented, which 
committee should present a list of officers 
after which nominations could be made 
from the floor.” “The date for closing char­
ter membership in The American Society 
was ordered fixed at May 1, 1922.” The 
number of charter members was 561.
The record further stated: “Considerable 
discussion ensued concerning society mem­
berships as distinguished from individual 
memberships, and it was ordered that the 
officers of the working organization be di­
rected to prepare and submit to the mem­
bership suggested amendments whereby 
membership in The American Society of 
Certified Public Accountants may be se­
cured by affiliation with such State societies 
as are composed exclusively of certified pub­
lic accountants, as soon as it is possible to 
bring about that end.”
Four of the five officers provided and 
seven of the ten directors provided were 
elected and they were authorized to name 
persons for First Vice-President and direc­
tors in the first, second and ninth districts. 
O f those present at the organization meet­
ing, practically half were members of the 
Institute and 12 of the 17 officers and direc­
tors for the first year were members of the 
Institute, indicating that from the beginning 
The American Society movement reflected 
to a considerable extent the feeling of dis­
satisfaction on the part of members of the 
Institute with regard to the attitude, tenden­
cies and trends in that body.
In the organization meeting there were 
frequent discussions centering around the 
necessity for a second national group. On 
page 7 of the same issue, the following state­
ment is noticed:
“Throughout the entire discussion it was 
sought to be shown by the opponents of a 
new organization (1) that there was likely 
to be a duplication of effort, (2) that the 
Institute was doing all that could be done, 
and (3) that another organization would 
lead to rivalry between it and the Institute, 
as a result of which accountancy would be 
the loser. On the other hand, the proponents 
of the new organization argued (1) that the 
purposes of the American Institute and The 
American Society were different in that the 
Institute only aimed to cover a part of the 
field which would be covered by the Society, 
(2) that in the fight for the ‘Capper Bill’ 
and in the fight against the ‘National Asso­
ciation’ the help of every certified public 
accountant was needed as support must 
come from every State, and this was not 
possible through the Institute alone, and (3) 
that in America ‘certified public account­
ant’ was the legally recognized title, and 
that if there was friction created between 
the Society and the Institute it must needs 
be started by the Institute, as the specific 
object of the Society was to protect and 
foster the C. P. A. certificate when it was 
secured under State authority. They felt
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that in view of the fact that the American 
Institute under its present form of organiza­
tion only enrolled in its membership approx­
imately one-third of the certified public ac­
countants of the entire country, that some 
method should be devised of permitting the 
other two-thirds to have a voice and a hand 
in combating the baneful influence of the 
‘National Association.’ I t  was also felt that 
by the action of the executive committee of 
the Institute, in advising its members not 
to join The American Society, the Institute 
was taking the initiative in making possible 
two rival organizations, if that advice were 
followed, for it would result in two organi­
zations with two entirely different classes 
of members and no common bond of in­
terest.”
As indicating the importance placed from 
the beginning by The American Society on 
State Societies, the March, 1922, issue, on 
page 14, contained the following statem ent: 
“We shall continue to emphasize in each 
issue the desirability of all C. P. A ’s affiliat­
ing themselves with their State organiza­
tions as well as with The American Society. 
It has ofttimes been truthfully said that “a 
chain is no stronger than its weakest link.” 
Any national organization basing its mem­
bership on the holding of a State-granted 
certificate must necessarily, as time goes on, 
find its greatest source of strength in the 
development of the State societies. That 
has been especially true of the American 
Medical Association. While now member­
ship is obtainable in The American Society 
as an individual, we hope that we shall be 
able to require membership in The American 
Society to be obtained through a State Soci­
ety in a much shorter space of time than it 
took the American Medical Society to be 
able to adhere to that requirement.”
The 1922 Institute Year Book, page 80, 
recorded the action taken that year to the 
effect that “Upon application to the council 
of the Institute and subject to its approval 
there may be organized in any State by 
members resident or having a place of busi­
ness therein a subsidiary body to be known 
as a chapter of the American Institute of 
Accountants under such rules and regula­
tions as the council of the Institute may 
prescribe.”
It is interesting to note that this provision 
was adopted during the first year in the his­
tory of The American Society, following 
previous discussions. Its effect was to make 
possible rival professional organizations 
within a State. An amendment was recently 
submitted along with others, in connection 
with the consolidation of the Institute and 
The Society, eliminating the provision for 
chapters.
In the report of the president of the Insti­
tute for that year, on page 108, we n o te : 
“The organization of the American Institute 
of Accountants was an attempt to supple­
ment political legislation, which had not al­
ways been for the best good of the profes­
sion, by the creation of a national body 
which should control and regulate the prac­
tice of the profession from within the pro­
fession itself. This can be done far better 
by precept and example than by passing 
statutes. Effectually to accomplish this re­
sult it was necessary to give the Institute a 
thoroughly democratic form of organiza­
tion—one which would prevent the govern­
ment of the Institute from becoming irre­
sponsive to the majority opinion formed 
after full discussion and careful delibera­
tion. But it was also necessary that it should 
have continuity and that it should avoid the 
proven dangers which are inherent in apply­
ing town-meeting methods of government 
to any organization other than one of such 
small geographical dimensions that every 
member personally knows every other mem­
ber and his problems.”
In the report of the Board of Examiners 
for that year, as recorded on page 140, it is 
noted that “The Board of Examiners has 
felt and feels that some recognition may 
properly be given to the results of examina­
tions of certain states and certain societies 
of accountants and believes that by adopting 
the suggestions of the council in the form 
in which the amendments to its rules have 
been made a good purpose will be served. 
The board feels, however, quite strongly 
that discretion in individual cases should re­
main with the board. For example, if recog­
nition is to be accorded to results of any 
State’s examinations as a whole a manifest 
injustice is likely to develop.”
From the report of the president of the 
Institute as given in the 1923 Year Book, 
page 109, we quote: “It is too early to at­
tempt to measure the influence of chapters 
in the extension of the work of the Institute
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and in the creation of interest in its affairs. 
It is and has been the belief o f the advocates 
of the organization of chapters that they 
would be the agency through which the sen­
timent of the members in the various local­
ities would be crystallized and would afford 
a means for communication between mem­
bers permitting discussion of policies and 
consequently the expression at annual meet­
ings of the opinions of practically all the 
members of the Institute upon questions of 
importance to its welfare.”
On the next page of the report, referring 
to “an impression that the Institute, if it is 
not actually hostile to the C. P. A. degree, 
is at least indifferent as to its possession by 
Institute members,” he said : “I believe the 
time has come when the Institute should 
take such measures as will effectually re­
move this unfounded impression. To make 
plain that the impression referred to is ut­
terly without foundation and because no 
further need exists for the extension of the 
privilege of membership to those who are 
not certified public accountants, it is recom­
mended that the by-laws be so amended that 
after the expiration of a brief period appli­
cations for membership in the Institute will 
be entertained only if they emanate from 
those who hold the degree of certified pub­
lic accountant, bestowed by the authority of 
a State whose laws are properly restrictive 
and properly administered or by reputable 
accountants’ societies of Canada or Great 
Britain.”
The same Year Book, page 95, indicates 
that the report of the committee on constitu­
tion and by-laws which contained a provi­
sion to the effect that after April 30, 1924, 
no applicant should be admitted to member­
ship who did not hold a C. P. A. certificate, 
was accepted and referred to the annual 
meeting with a recommendation from the 
council that it be not passed.
On pages 82 and 83 the minutes of the 
annual meeting show that the proposed 
amendment was lost when put to a vote.
The president’s report on page 113, refer­
ring to another matter, contained the follow­
ing statement: “The great need of the 
American Institute of Accountants is to be 
advanced from an organization that is cold­
ly intellectual to one that is both intellectual 
and human. The Institute seems too far 
from its members and they have not that
feeling of participation in its affairs and of 
proprietorship in it which they should have 
and which, in the opinion of the president, 
should be brought about.”
The minutes of the annual meeting of 
The American Society for December, 1922, 
recorded on page 9 of T h e  C e r t if ie d  P u b ­
l ic  A c c o u n t a n t  for January, 1923, the 
following action: “The question of local 
chapters was presented in the form of a re­
quest signed by 12 members that a local 
chapter of the Society be established in the 
New York district. The proposition was 
received and referred to the Board of Direc­
tors with the suggestion that they take under 
consideration the general policy of the So­
ciety with reference to local chapters before 
making any recommendation with reference 
to this particular request.” In passing, it 
should be noted that no chapters were ever 
established by the Society, as it was felt that 
the State societies afforded the means 
through which the profession should de­
velop within states.
On page 261 of T he  Certified P ublic 
A ccountant, November, 1923, in a report 
of the Committee on Relations with State 
Societies, Homer Dunn, its Chairman, said: 
“There is no national body so founded, so 
organized, and so spirited to protect, pro­
mote, and advance the interests and welfare 
of the Certified Public Accountant as is The 
American Society. A fter all is said, the 
spirit counts most in the doing. H e who 
knew and understood man best of all ad­
vised His disciples, ‘By their works shall ye 
know them.’ A  fair conception of this ex­
pression must be that ‘works’ constitute a 
proof of spirit. I charge The American So­
ciety with being guilty of the spirit, and 
leave the verdict to the certified public ac­
countants of the whole of this great coun­
try.”
The year 1924 witnessed the first public 
appearance of the Institute and The Society 
on opposite sides of a professional question. 
The United States Board of Tax Appeals 
had been organized and in preparing its 
rules it decided that practice before it would 
be limited to attorneys and certified public 
accountants. The Institute, not having a 
membership composed exclusively of certi­
fied public accountants, did the only thing 
which an organization could do. I t  made an 
effort to have all its members included in
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the list of those who might practice. From 
the president’s report to the Institute, page 
91 of the 1924 Year Book, we quote: “A 
situation arose wherein it was necessary for 
the Institute to assert itself. The United 
States board of tax appeals organized and 
promulgated the rules of procedure for 
practice before it. These rules provided that 
those who would be permitted to appear 
must be either attorneys a t law or certified 
public accountants. W ith about 1700 mem­
bers of our organization who are certified 
public accountants can anyone imagine that 
the Institute would do anything to injure 
their interests?
‘W hen this situation arose the Institute 
made representation on behalf of about two 
hundred members who are not certified pub­
lic accountants, asking that they also be per­
mitted to practice. The Institute could not 
do less and retain the respect even of those 
who are certified.”
Naturally the Society favored the official 
recognition of Certified Public Accountants 
as such and the Board of T ax Appeals de­
cided not to extend the privilege of appear­
ance to others than originally determined.
In the record of the annual meeting, page 
107 of the 1924 Year Book, appears a reso­
lution which, after the usual whereases, pro­
vided: “Be it resolved, that from the date 
of the adoption of this resolution the Insti­
tute yearbooks, the present revised list of 
members and associates used by the Bureau 
of Public Affairs, and in fact, all published 
lists of members and associates designate by 
the usual initials C. P. A., those members 
and associates who are certified public ac­
countants,” was unanimously passed.
The year 1924 marked the passage of 
the first regulatory law. Maryland paved 
the way by placing the practice of account­
ancy on a professional basis in requiring the 
registration of all accounting practitioners 
within the State, whether certified or not. 
From this date the general attitude of The 
Society has been favorable to regulatory 
legislation while the Institute has thrown 
the weight of its influence against regula­
tory laws. This law was immediately fol­
lowed by the one in Louisiana.
On August 13 of 1924 a joint meet­
ing was held of two special committees, one 
representing the American Institute and the 
other representing The American Society.
This meeting was the result of a suggestion 
made by E. G. Shorrock of Seattle, member 
of the council of the American Institute and 
vice-president of The American Society. 
For the purpose of having something defi­
nite for consideration, President Banks had 
prepared an opening statement in which he 
outlined the aims and objects of The Amer­
ican Society, stating that it held to the fol­
lowing principles:
“ (1) State rights as applied to the pro­
fession of accountancy.
“ (2) W e believe in the recognition of the 
State Board of Accountancy.
“ (3) W e believe in State Societies of 
Certified Public Accountants organized 
within each State to cover the entire State 
with separate chapters for m ajor cities, as 
found desirable.
“ (4) W e favor a National Organization 
composed of the members of State Societies.
“ (5) We believe that the National Organ­
ization should be the vehicle for expressing 
the will and wishes of the State Societies.
“ (6) W e believe that the only standard 
which should be held out to business is the 
standard of the State C. P. A.
“ (7) We believe that every holder of a 
C. P. A. certificate is entitled to membership 
in the National Organization.
“ (8) W e believe that complete control of 
the public practice of accountancy by the 
states is inescapable.
“ (9) W e believe that the Certified Public 
Accountant is just now properly appraising 
himself.
“ (10) W e believe that the headquarters 
of the National Organization should be lo­
cated in Washington.
“ (11) W e believe that the name of the 
National Organization should contain in it 
the words ‘Certified Public Accountant.’
“ (12) W e believe that The American So­
ciety offers a vehicle for accomplishing the 
foregoing objectives.”
In the report of the 1925 annual meeting 
of the Institute council, appearing on page 
113 of the 1925 Year Book, we read: “A 
memorandum from the chairman of the 
board of examiners reported that at a meet­
ing of the examiners held Monday, Septem­
ber 14, 1925, several persons present had 
expressed the thought that the Institute 
should formulate a rule whereby State 
boards might receive the Institute’s
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examination papers without being required 
to submit the answers of candidates for 
grading. A fter discussion it was resolved 
that the council approved the existing regu­
lation of the board of examiners.” It fu r­
ther stated, “The council expressed the be­
lief that the board of examiners would en­
deavor to meet the wishes of examining 
boards when it could be done without de­
parting from the principles of the Institute.”
On page 97, the report of the proceedings 
of the annual meeting recited: “The report 
of the committee on constitution and by­
laws reported another proposal for amend­
ment of the constitution in the following 
words, ‘A t the request of several members, 
the committee has also prepared and sub­
mits, without recommendation, an additional 
section to be added to article II  of the con­
stitution, the section to be numbered 6, as 
follows: “Section 6. A fter M arch 31, 1926, 
no applicant shall be admitted as a member 
or an associate of the Institute and no asso­
ciate shall be advanced to membership who 
is not the holder of a certified public ac­
countant certificate issued by the State in 
which such applicant for admission or ad­
vancement resides or practices.” On motion 
the amendment was rejected.
On page 121, from the president’s report 
we quote: “Akin to this is the development 
of chapter activities, but with regard to this 
I cannot help expressing the personal con­
viction which I have always held, that we 
ought to avoid any possibility of clashing 
with State societies. In all our chapter ac­
tivities, we should cooperate to the largest 
extent with State societies and in every way 
possible avoid duplication of effort.
“This leads to a reference to our relations 
with The American Society of Certified 
Public Accountants, with whose representa­
tives a committee of the Institute met dur­
ing the year, to discuss matters of mutual 
interest. The question even of amalgama­
tion was discussed, but while this was not 
considered feasible, the principle of coop­
eration was, I am glad to say, cordially ac­
cepted by both committees, which I hope 
may bear much fruit.”
On page 123, in the same report, we find 
referring to the suggestion that only certi­
fied public accountants should be admitted, 
“I do think, however, and I commend this 
to the consideration of the board of exami­
ners, that the time has perhaps now come 
when oral examinations may with propriety 
be discontinued, except as a supplement in 
some cases to the regular written examina­
tions, and in other special cases, where 
deemed desirable, of candidates who have 
already been granted C. P. A. certificates or 
who are members of other societies of equal 
standing.”
The April 1925 issue, page 153, of T h e  
C e r t if ie d  P u b l ic  A c c o u n t a n t  contains 
the report of the second conference be­
tween representatives of the American In ­
stitute and of The American Society. At 
the first conference both special committees 
agreed to recommend to their respective or­
ganizations that a second conference should 
be held and requested Messrs. Montgomery 
and Springer to prepare a tentative report 
for submission to the second conference, if 
held. Colonel Montgomery not having been 
reappointed to the Institute committee, a re­
port was prepared by Mr. Springer and in 
advance of the joint meeting it was adopted 
by the members of the Society committee as 
its view. That report appears on page 154.
From the report of the conference, ap­
pearing on page 156, we quote: “The dis­
cussion developed the fact that the repre­
sentatives of the Institute were of the 
opinion that the acceptance of the standards 
of admission recognized by the Society 
would not be satisfactory to the Institute. 
The representatives of the Society were 
equally insistent that the accounting pro­
fession demanded a national organization 
that would admit to membership holders of 
State-granted certificates without further 
requirements.
“The unanimous conclusion was there­
fore reached that the objects of the two 
organizations were not so similar that it 
was practical at the present time to consider 
ways by which a single national organization 
might be effected.”
From the president’s report, appearing in 
the October issue, page 94, we quote: “Not­
withstanding the lack of progress reported 
by your committee appointed to meet the 
committee of the American Institute, I hope 
that this movement to bring about one 
strong national organization of certified 
public accountants may continue.”
The president also referred to the neces­
sity for a corporation which could take over
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the publication problems and suggested that 
the incoming Board should give careful con­
sideration to requests which had come to 
The American Society from some State 
Boards asking for assistance in the prepara­
tion of examination questions.
The January, 1926 issue of T h e  C e r t i­
f ie d  P u b l ic  A c c o u n t a n t  contains an ar­
ticle “Looking Forward” by Homer A .  
Dunn, which, while too long for quotation 
in a resume history, was so interesting when 
read from the standpoint of ten years later 
that it was reprinted in the November issue 
of 1936.
A fter a careful study of the Constitution 
and By-laws of The American Society, sev­
eral amendments were voted by the mem­
bers. On page 162 of T h e  C e r t if ie d  P u b ­
l ic  A c c o u n t a n t  for June, 1926, it is re­
corded that the letter submitting the revision 
to the membership contained the following 
statem ent: “It will be observed that the re­
vision involves three m ajor and essential 
changes in the old Constitution and By- 
Laws :
“ 1. The objects which the founders of 
The American Society had in mind can only 
be finally attained by a recognized affiliation 
between State organizations and The Ameri­
can Society, but until a membership of 
reasonable size had been obtained it was not 
feasible to provide ways and means for such 
affiliation.
“2. A  well organized and successfully 
working national body requires standing 
committees with specified functions.
“3. A national organization should an­
nounce its standards of professional con­
duct, realizing, however, that they may be 
most effectively enforced through the initia­
tive of the State organizations in invoking 
the police power resting in the State 
Boards.”
In connection with the amendments above 
referred to, one other marked an extension 
of administrative policy in that an Advisory 
Committee was created composed of past- 
presidents of the Society.
The year 1927 marked the beginning of a 
practice, which has been found increasingly 
useful, of selecting the F irst Vice-Presi­
dent of the Society with a view to his ad­
vancement to the office of President the 
succeeding year.
A change was also made in the plan of
electing Representatives. Thus far all nomi­
nees had been placed on the ballot with the 
result that many of the Representatives 
were selected by a minority vote of the 
membership in the State they represented. 
It was decided to place on the ballot for any 
State only twice the number of candidates to 
be elected to fill the Representative places 
to which the State was entitled, the ones re­
ceiving the largest number of votes in the 
Primary to be those placed on the ballot. 
Since then every Representative has received 
a majority vote in the election.
The report of the annual meeting had the 
following comment with regard to the sub­
ject of examination questions: “A year ago, 
at the meeting of Representatives, consider­
able discussion was had as to the possibility 
of the Society furnishing suggested ques­
tions for examinations. While it has been 
definitely determined that The American 
Society is not desirous of establishing 
standards of its own, as distinguished from 
those provided for by the laws of the several 
states, it is recognized that the Society might 
be of some assistance if it provided a series 
of questions from which any board might 
select such as it deemed applicable to the 
professional requirements for that particu­
lar State and it is expected that a definite 
report on this subject will be available at an 
early date.”
A t the 1927 annual meeting the main 
discussion centered around the question of 
regulatory legislation and it was decided to 
send out a questionnaire to the members of 
the Society asking for their views.
While from the beginning of the Society 
the presidents had from time to time fu r­
nished articles for the T h e  C e r t if ie d  
P u b l ic  A c c o u n t a n t  and some of the 
presidents had continued to make contri­
butions after their term of office had ex­
pired, notably Messrs. Main and Banks, it 
was decided that a President’s Column 
should be established and given the right 
of way in every issue of T h e  C e r t if ie d  
P u b l ic  A c c o u n t a n t . Since that time this 
has appeared as one of the interesting fea­
tures in each issue. When later the form 
of the official organ was changed, the title 
was changed to “President’s Page.”
The report of the Committee on Rela­
tions with State Societies as recorded in 
the October 1927 C e r t if ie d  P u b l ic  A c­
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c o u n t a n t  closed with the statement: “A 
national organization with affiliated mem­
ber societies in each State is our aim; its 
inestimable value to the profession is ob­
vious to every Certified Public Accountant.” 
Much stress was laid during this year on 
the development of luncheon groups and 
chapters within the states. The annual re­
port appearing on Page 314 of the October 
1928 issue says, “W ith the development of 
chapters the State Societies find their in­
fluence being, in fact as well as in theory, 
of a State character rather than, while as­
suming to be a State Society, in reality hav­
ing an influence only in the largest city.” 
The Year Book for 1928 on Page 108 
records, in the minutes of the council 
meeting, that “A communication from the 
Secretary of The American Society of Cer­
tified Public Accountants with reference to 
the examinations conducted by the board of 
examiners of the Institute was considered. 
It was moved and seconded that the com­
munication be referred to the Executive 
Committee with power. The motion was 
carried unanimously.” In the same Year 
Book on Page 161, in the report of the 
Board of Examiners, it is noted, “At the 
urgent request of the accountants in Illi­
nois, the board for a few years has been 
granting special concessions to the Illinios 
Examiners and has supplied the questions 
without full cooperation. There has been 
a similar departure from the rules in the 
case of Massachusetts. In both these cases 
there were extraordinary conditions which 
seemed to the board to justify exceptional 
treatment. The concessions which were 
made did not in any way conflict with the 
general plan of cooperation but simply 
rendered an assistance to the state boards 
of two states which examine a great many 
candidates. The board in Illinois asked for 
further concessions which it seemed to the 
Institute board impossible to grant, and ac­
cordingly the association which has existed 
between the Institute board of examiners 
and the Board of Illinois is discontinued 
for the present.”
The March 1928 issue of T h e  C e r t if ie d  
P u b l ic  A c c o u n t a n t , on Page 92, con­
tained a notice to the effect that the resolu­
tion favoring regulatory legislation which 
had been sent down by the 1927 annual 
meeting had been carried.
In the report of the Executive Com­
mittee on Page 157 of the 1929 Year Book 
of the American Institute, it is recorded: 
“A fter careful consideration it was resolved 
that the executive committee be advised 
that it was the opinion of the board of 
examiners that The American Society of 
Certified Public Accountants should be in­
formed that it did not seem to the Institute 
desirable to make any change in the pro­
cedure with reference to cooperation with 
state boards of accountancy inasmuch as 
the Institute’s present plan is working satis­
factorily and accomplishing the purpose 
which the Institute has in mind, namely, 
the maintenance of professional standards.
“It was resolved to suggest further to 
the executive committee that The American 
Society of Certified Public Accountants 
should be advised that the board of ex­
aminers is always glad to receive and con­
sider suggestions with reference to the 
operations of the board submitted by any 
organization or person.
“This opinion of the board of examiners 
was transmitted to the secretary of The 
American Society of Certified Public Ac­
countants as the opinion of the executive 
committee.”
In the June 1930 issue of T he Certified 
P ublic A ccountant, on Page 161, Presi­
dent Hughes, referring to a criticism of 
the liberal membership qualifications of 
The American Society sa id : “From a pro­
fessional standpoint, the very fact that The 
American Society of Certified Public A c­
countants recognizes the State integrity of 
the several Boards has done more to pro­
fessionalize accountants than any other 
one thing. Instead of being something of 
which to be ashamed, it is a policy of 
which to be proud. It recognizes the fact 
that, in the long run, Society contacts will 
wear off rough edges, improve professional 
standards, and present a solidarity of front 
to the business world which will be of the 
greatest practical advantage to the holder 
of the State-granted certified public ac­
countant certificate. The adoption of this 
policy demonstrates that The American 
Society of Certified Public Accountants is 
a forward looking body.”
The original districting, provided when 
the Society was organized, as a basis for 
selecting its Board of Directors, and which
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had to be arbitrarily made in anticipation of 
the probable membership trend, was re­
arranged in 1930 by the addition of two 
districts.
This year noted the first service of ex­
amination questions offered by The Ameri­
can Society, which was only established be­
cause of requests from State boards desir­
ing a type of service different from that 
which was furnished by the Institute. Five 
states used the May 1930 service. Inciden­
tally it might be noted at this point that ten 
states used the November 1936 service.
This year saw the beginning of the vari­
ous steps involved in establishing a closer 
relation between State Societies and The 
American Society. Those various steps 
were: (a.) Establishing a plan of affiliation 
under which the members of The Ameri­
can Society in any State might hold their 
election of representatives independent of 
the regularly prescribed mail method. No 
State ever elected to make the change. (b.) 
Remitting the initiation fee to The Ameri­
can Society of a member of a State Society. 
(c.) Refusing to admit a member from an 
affiliated State who was not a member of 
the State Society. (d.) Requiring member­
ship in a State Society of all future mem­
bers in The American Society.
The official records for the years 1931 and 
1932 reflect the general problems surround­
ing all organizations due to the depression 
period.
The 1933 Year Book, page 213, and the 
February, 1933 issue of T h e  C e r t if ie d  
P u b l ic  A c c o u n t a n t , page 68, record the 
beginnings of the consolidation movement.
Since then the various steps have been 
continuously brought to the attention of the 
profession.
A Personal Statement
Having served as the first president and 
the last secretary of The American Society 
of Certified Public Accountants, the writer 
is fairly familiar with the conditions under 
which it was organized, the purposes of the 
organizers, the development of its principles 
and the viewpoint of the profession which 
has resulted in the consolidation of the 
Society and the Institute.
The purpose of this article has been to 
furnish the more recent entrants into the 
profession with such comparisons as will
give them a correct perspective as to its pro­
fessional growth and also show the extent 
to which the viewpoint of the profession, as 
represented by a single national organization 
now and twenty years ago, has changed. The 
number of C .P.A. certificates issued in the 
first twenty years of its history was prac­
tically only one-third the number issued in 
the last twenty years.
During the last six months, in view of 
the at first possible, later probable, and now 
actual consolidation, many inquiries have 
come to the writer as to what would be his 
relation to the Institute after the consolida­
tion. At an early joint session of the two 
executive committees, when a successful 
outcome was certain, the writer gave notice 
that in the plans that would necessarily be 
made in connection with working out the 
details he desired to have the personal ele­
ment entirely eliminated, so far as he was 
concerned, and conclusions reached which 
would produce the best results over a period 
of years. He has reached a time in life when 
he desires to lessen rather than increase any 
responsibility which needs to be carried. 
Any sentiments which have been expressed 
by individual members, either to the writer 
or to others, that he should have been given 
a prominent place in the present organiza­
tion are therefore not founded on a correct 
premise. On several occasions he was asked 
what he desired, but consistently refused to 
express himself in the matter. The action 
taken by the Institute at Dallas was never­
theless appreciated as a recognition of the 
results obtained by organization principles 
which he has advocated for a number of 
years.
In general, a professional organization 
has two main avenues of activity. One has 
to do with its technical development, the 
other has to do with its administrative con­
trol. The first is more or less theoretical, as 
in the study of our national economic devel­
opment. The second is largely social in 
character, as it relates to human relation­
ships. The Institute has stressed the tech­
nical or scientific development of the pro­
fession. No national organization in any 
profession has done a better job along that 
line. Its accomplishments in the other field 
have rather been in spite of and not because 
of its organization plans.
The development of the Institute and
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of the Society side by side during the last 
fifteen years has been from a position where 
there was a wide-spread difference between 
the organization theories of the two groups, 
although not, in the first instance at least, 
in a spirit of rivalry, to a point where by 
reason of changed theories as well as prac­
tices there now exists comparatively little 
difference, although at some relatively vital 
points the changes have not yet brought 
about a complete mingling of minds. It has 
been shown, however, that it is possible to 
reach conclusions that do represent an actual 
advancement. It took three attempts, be­
sides much outside effort, before the Insti­
tute decided to limit its future membership 
to certified public accountants. The mem­
bership is now voting after three trials on 
a proposition to change its name by includ­
ing the words “Certified Public.” A definite 
recognition has at last been given to the 
State Society through the Advisory Coun­
cil. Many other changes could be mentioned.
W ith the consolidation effected, the Insti­
tute has placed two official representatives 
of the Society, although they were also 
members of the Institute, on its Executive 
Committee. In preparing the committee ap­
pointments for this year the president asked 
for nominations of Society members, indi­
cating in the request that it might not be 
possible to utilize all in the manner sug­
gested. Of the 45 names that were listed 26 
were assigned to committee places.
It has been necessary to speak in terms 
of Society relationships and Institute rela­
tionships in making the plans for this year. 
Now they are all Institute relationships.
From the beginning, in the two executive 
committee groups, there has been a varia­
tion in opinion from the ultra-conservatism 
of some to the extreme liberalism of others. 
It would have been much better for the 
transition period through which we are now 
passing if the issue as to representation 
could have been as clear as is the issue con­
cerning the name. It is unfortunate for the 
profession that the consolidation did not at 
this point get off to a good start. The situa­
tion is as it is and, after the vote has been 
recorded, the profession will recognize the 
result as fixing the policy for the coming 
year, but regardless of the outcome a goodly 
portion of the membership will never be 
satisfied that the true sentiment was ob­
tained.
There are other matters that will need 
adjustment and the next five years will of­
fer opportunities for expressions of differ­
ences of opinion, all of which must even­
tually be settled by a vote of the member­
ship. The profession needs a single national 
organization now just as it needed two 
twenty years ago. It is now confronted with 
two embarrassing difficulties: 1. The in­
creased entry of Government into all phases 
of business and professional activity; and,
2. The intensified attack by the legal pro­
fession on what they term the illegal prac­
tice of law.
The latter movement was not inaugurated 
with any idea of attacking the work of the 
certified public accountant. The legal pro­
fession was feeling the effect of increased 
corporate activities by trust companies, real 
estate companies and other somewhat simi­
lar groups which were encroaching upon the 
legal field. The accountancy profession is 
placed somewhat in the position of an inno­
cent by-stander at a corner free-for-all 
fight. The by-stander is just as apt and in 
many cases more apt to be picked up by the 
policeman when he arrives than is the fel­
low who started the row and then stepped 
from out and under.
The certified public accountant group 
must be alert in watching that legislation 
which may be enacted does not deprive them 
of the rights to which they are entitled, not 
only by reason of past legislation but by 
reason of service actually rendered the pub­
lic. If  any one has thought that the hard 
work in developing the accountancy pro­
fession has been completed, he should im­
mediately disabuse himself of that idea. The 
privates of the eighties have practically all 
retired. Those of the nineties are on their 
way out. Those of the nineteen hundreds 
are in the general class. Those of the teens 
should be in the m ajor and colonel groups. 
Those of the twenties should have reached 
the lieutenant and captain stages in their 
professional development, while those of the 
thirties should be scouting around for op­
portunities to show their mettle. Coopera­
tion and a united front of all practitioners 
in their State Societies and of all State So­
cieties in the National Organization is es­
sential. Right About Face! Forward March!
D. W. S p r in g e r ,
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Book Reviews
M i n i m i z i n g  S e c u r it ie s  T a x e s , 1936- 
1937 Edition, by Julius Sinker, C.P.A. Pub­
lished by Commerce Clearing House, Inc., 
143 pages. Price $1.00.
This treatise will be helpful to the aver­
age investor in serving as a guide from the 
tax angle in his security transactions. There 
is also included some discussion relative to 
the general principles of taxation on part­
nerships, corporations, holding companies, 
etc., particularly in the light of the new 
methods of taxation provided in the 1936 
Act, and with reference to the tax on undis­
tributed corporate profits.
T h e  V a l u a t i o n  o f  R e a l  E s t a t e , by 
Frederick M. Babcock. Published by Mc­
Graw-Hill Book Company, Inc., 330 West 
42nd Street, New York City. 593 pages. 
Price $5.00
In this book on methods of real estate 
valuation the author presents a survey of 
the economic background of real estate 
values, develops a valuation theory and con­
cludes by particularizing and applying the 
theory to the solution of practical valuation 
problems.
In Part I, The Economic Background, 
there are chapters on Property, Utility and 
Value; The Character of Land Value; Dis­
tinction Between Value and Cost. P art II, 
on Valuation Data, discusses The Character 
of the D ata; City Growth and Development; 
The Prediction of Population; Influence of 
Social and Racial Factors on V alue; Archi­
tecture and Value; Economic Mortality in 
Buildings; Management and Value; Gov­
ernment and Value. Part II I , Theory of 
Valuation, has chapters on The Income Idea 
is Fundam ental; Axioms of V aluation; 
The Mathematics of Valuation. P art IV, 
on The Methods of Valuation, discusses The 
Purposes of Valuation; The Seven Methods 
of Procedure; Classification and Selection 
of Method; Appraisal Procedure. Part V, 
The Forecasting of Returns, is on Earning 
Expectancy; The Occupancy Concept ; 
Revenue Estim ates; Expenses Estimates. 
Part V I, The Valuation of Returns, pre­
sents Valuation in Fee Simple; Valuation of 
Leased Fees; Valuation of Leasehold Es­
tates ; Valuation of Equities and Other 
Fractions. P art V II, Details of Valuation
Procedure, relates to Depreciation, Obso­
lescence and Building L ife ; Risk and Inter­
est Rates; Land Valuation by Comparison; 
Cost Estim ation: Buildings; Cost Estima­
tion : Investment Exclusive of Land; Val­
uation for Specific Purpose; The Accuracy 
of Valuations.
There are tables on The Present Value 
of 1; the Present Value of Annuities at 
compound in terest; the Income Premises 
and Index to Examples of Valuation Pro­
cedure.
P l a n n i n g  fo r  T a x  E c o n o m y , by W il­
liam H. Crow, LL.B., and U. S. Green, 
C.P.A. Published by Waldrep-Tilson, Inc., 
565 F ifth  Avenue, New York City. 1088 
pages. Price $7.50.
A complete taxpayer’s guide covering all 
Federal, State and local taxes, showing per­
missible tax saving procedures. The authors 
have recognized the difficulties attending the 
making of long range tax plans and have 
attempted to present methods of approach 
to such problems rather than to lay down 
rules which would cease to be applicable in 
the event of statutory changes. An elabor­
ate system of cross indices assures that each 
of the multiplicity of possible tax effects 
will be readily ascertained and weighed 
against the advisability of a particular course 
of action.
William C. Heaton and Chris. L. Rocher, 
partners of W. C. Heaton and Company, 
Certified Public Accountants, 25 West 
45th Street, New York City, announce the 
admission of Howard E. Jackson, C.P.A. 
as a member of the partnership.
Ernest B. Cobb, C.P.A., is now located 
at 25 West 43rd Street, New York City.
Leslie, Banks and Company, 21 W est 
Street, New York City, announce that H. 
W. Funk, C.P.A., O. A. Granlund, C.P.A., 
and H. K. Haas have been admitted to 
partnership.
Hans William Fick, C.P.A., announces 
the opening of an office in suite 424 J. M.
S. Building, South Bend, Indiana to con­
tinue the practice of accountancy.
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appreciate new developments which help 
  them provide clients with more detailed 
information about individual employees'
P A Y R O L L  and  E A R N I N G S  
R E C O R D S
W hile you are helping your clients meet 
any new requirements for information 
about earnings and deductions records of 
individual employees, be sure to investi­
gate Burroughs’ new machine develop­
ments affecting this work.
There are now many types and styles of 
Burroughs machines for handling this 
work, such as machines which compute 
earnings and prepare individual’s earn­
ings record, payroll sheet, pay check or 
pay envelope, all in one operation. They
also automatically accumulate such labor 
statistics as hours, earnings, various deduc­
tions, and net pay for any period. In fact, 
much of the needed earnings and deduc­
tions information can be obtained as a by­
product of the regular work of these 
machines.
Our local office will be glad to demon­
strate these new machines, and show you 
how they can be applied to your problem. 
You may telephone or call at our local 
office, or write direct to Detroit.
B U R R O U G H S  A D D I N G  M A C H I N E  C O M P A N Y  
D E T R O I T ,  M I C H I G A N
L
B u r r o u g h s
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